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That each of his clients shall achieve the most 
favorable distribution plan for his estate is the goal of the Connect- 
icut General Life Underwriter. That is the background of his 
whole working philosophy. His training is directed to a sound 
knowledge of all phases of estate analysis and planning. He is 
thoroughly conversant with the fact that very important parts of 


this work in so many cases require the services of the Trust Officer. 


You will find that his cooperative attitude is based upon a real 
knowledge of the problems involved. In addition to his own 
abilities, he brings you the advantages of the broad facilities of 
Connecticut General and its Advisory Bureau. So if the card says 
Connecticut General, take a few moments to meet a man whose 


working philosophy is not unlike your own. 
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SYMPOSIUM on the NEW TAX LAW 


HE Revenue Act of 1948 is generally 
f joctow as revolutionizing estate 
planning concepts. There has been wide- 
spread comment that the novel marital de- 
duction under the estate and gift tax law 
and the splitting of income for income 
tax purposes will deter the creation of 
testamentary as well as living trusts. It is 
believed in this corner, however, that the 
deterrents will be largely counteracted, if 
not outweighed, by favorable consequences 
of the recent legislation. 


The new provisions dealing with testa- 
mentary trusts in effect shift the estate tax 
from the first decedent’s estate to that of 
the surviving spouse.* That is to say, if 
the estate is bequeathed outright to the 
wife or she is given a taxable power of ap- 
pointment over a trust fund for her life 
benefit, the property is, within the limits 
of the marital deduction, taxable in the 
wife’s estate but not in the decedent’s estate. 


The special power of appointment, which 
has traditionally avoided the so-called sec- 
ond estate tax, would not earn the marital 
deduction. But as indicated above, a single 
tax is still possible. Moreover, the new law 
offers an opportunity to choose the estate— 
husband’s or wife’s in which the property 
is to be taxed,-a privilege not enjoyed under 
the former statute. It is, then, a matter of 
estimating, on the basis of the size of the 
respective estates, whether the marital de- 
duction should be availed of or whether the 
aggregate tax on the two estates would be 
greater by thus making the property includ- 
ible in the wife’s estate. 


In arriving at this decision, there are 


no factors discriminating against the 
trust. Only after the determination has 
been reached does it become relevant to 
consider the nature of the bequest. If it is 
concluded that it would be better to have 
the property taxed in the husband’s estate 
and not in the wife’s estate, a trust with a 
restricted power of appointment exercisable 
by the wife would accomplish this objective. 
If the opposite conclusion develops, it can 


*for convenience, this discussion will assume that the 
wif. survives the husband. The same principles apply to 
the wife’s estate where the husband survives. 
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be achieved either through an outright, 
nonterminable bequest or a trust with a 
general power of appointment in the wife. 


In view of the fact that the property 
will be included in the wife’s estate in 
either of the latter cases, there is no tax 
reason for preferring an outright disposi- 
tion to a trust. The usual considerations— 
expert management, freedom from care, 
etc.—in determining the advisability of cre- 
ating a trust will prevail. To these will be 
added the greater flexibility given to the 
wife in exercising a general power of ap- 
pointment. If the dispositive merits—apart 
from tax features—of a restricted power of 
appointment are conceded, clearly they are 
enhanced by this larger leeway. 


FURTHER ADVANTAGES 


HE new law yields two further advant- 
‘ae if the marital deduction is taken. 
First, to the extent that the immediate tax 
liability is reduced, the net value of the 
property actually passing into trust is in- 
creased. Obviously this will result in greater 
income. 


Second, where it subsequently develops 
that the wife has more money than she 
needs, she may appoint to herself, during 
her lifetime, all or part of the trust prop- 
erty which was excluded from her husband’s 
estate and make a gift of it to her children. 
Thus, this property would be untaxed in 
her estate as well as the husband’s unless 
the government sustained a contemplation 
of death claim. Such a claim would appear 
to have no greater chance of success than 
in the case of any gift. The usual test of 
life and death motives would be applicable. 


Two other points should be emphasized. 
First, there is a misunderstanding in some 
quarters that the entire estate must be 
left to or for the benefit of the wife in order 
to qualify for the marital deduction. On the 
contrary, only one-half of the adjusted gross 
estate must be so disposed of to earn the 
maximum deduction of 50%. A _ lesser 
amount may, of course, be so bequeathed 
but the deduction would be limited to 
that sum. 





Second, where it is desired to claim the 
marital deduction and to leave the entire 
estate for the benefit of the wife, it would 
be preferable to create two equal trusts, 
one with a general power of appointment, 
the other with a tax exempt power, inas- 
much as the deduction may not exceed 50%. 
Two trusts are recommended over a single 
trust with a general power to appoint one- 
half thereof, in order to avoid any un- 
certainty (which the government might 
resolve in its favor) as to the actual value 
of the property that will eventually be sub- 
ject to the power. Administratively, both 
trusts could be handled as one. 


AS TO GIFT AND INCOME TAXES 


HERE will no longer be the strong in- 

come-tax saving motive for the creation 
of living trusts for a wife, because the new 
law itself effects the division of income into 
lower brackets which was formerly accomp- 
lished by the irrevocable trust. However, 
until such time as the family is taxed as a 
unit, there will exist the same income-tax 
saving opportunities through trusts for 
children. And there may be advantages in 


Another Tax 


A NEW tax bill is being drafted on the heels 
of the enactment of the Revenue Act of 
1948. In connection with the new bill, the House 
Ways and Means Committee has taken pre- 
liminary action on some of the forty-nine major 
revisions of the Internal Revenue Code recom- 
mended by the Treasury Department. The more 
important ones, from the standpoint of trusts 
and estates, which have been approved by the 
Committee, are as follows: : 

(1) Where under a partnership agreement, 
the surviving partners pay the estate or bene- 
ficiary of a deceased partner a share of the 
partnership income, such amounts should not 
be taxed to the surviving partners but should 
be included in the income of the estate or 
beneficiary, with a proper adjustment for 
estate tax paid. 

(2) Allow credit against estate tax for 
foreign estate or inheritance taxes paid on 
property included in gross estate. This would 
be comparable to foreign tax credit now allow- 
ed for income tax purposes. 

(3) Give authority to Commissioner of In- 
ternal Revenue to eliminate oath requirement 
from all returns. 

(4)° Extend the statute of limitations for 
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dividing property between husband and 
wife so that the most effective use may be 
made of the marital deduction irrespective 
of which spouse survives. 


In this connection, the application of the 
community property theory to gifts by a 
spouse should prove a further incentive to 
the creation of trusts for children. This 
principle has the practical effect of doubling 
both the specific lifetime exemption of $30,- 
000 and the annual exclusion of $3,000 per 
beneficiary, so that now one parent may 
give his child $66,000 in one year and $6,000 
annually (to him and any number of other 
beneficiaries) without paying a gift tax. 
Even the problem of getting the annual 
exclusion for certain gifts in trust, on ac- 
count of the future interest question, will 
be minimized if the proposal to allow 
one annual exclusion of $3,000 for all gifts 
of future interests, is adopted. 


In summary, it may be said that the 
new tax law creates a need for more estate 
planning for wives, widows and children, 
all of which will redound to the benefit of 
everyone Concerned. 


Law Proposed 


assessment of tax from three to five years 
where more than 25% of the gross estate has 
been omitted from the return, or where a 
donor has omitted more than 25% of total 
gifts made in one year. 


(5) Value of property for which taxable 
gift tax return was filed in past should not 
be revised for purposes of computing tax on 
subsequent gifts after expiration of period of 
limitations with respect to prior gifts. 


(6) Repeal deduction for estate tax pur- 
poses for payments made in support of de- 
pendents. 


(7) Correlate income, estate and gift tax 
provisions respecting charitable contributions. 


The Staff of the Joint Committee on Internal 
Revenue Taxation has also recommended con- 
sideration of seventeen specific changes in the 
Internal Revenue Code. Of these, the following 
two, relating to estate and gift taxation, have 
been approved for inclusion in the bill: 


(1) Allow donor one $3,000 annual ex- 
clusion of future interests for gift tax. 


(2) Revise estate tax rule requiring in- 
clusion of trust in gross estate where possi- 
bility of reverter exists in grantor. 
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THE MARITAL DEDUCTION 


Its Effects on Trusts 


T. S. KILEY, Trust Counsel, and JOHN R. GOLDEN 
Harris Trust and Savings Bank, Chicago 


HE Revenue Act of 1948 will mark 

more than just another milestone in the 
ever changing pattern of our tax structure. 
The new law, through the introduction of 
the marital deduction, has brought into 
existence an entirely new and different 
concept of taxation which promises to be- 
come an important landmark in the evolu- 
tion of trust business. The basic purpose 
of the new law is an attempt, through 
artificial means, to give the same tax ad- 
vantage to the residents of Common Law 
States as was given to the residents of 
Community Property States under the 


substantive law of such states prior to the 
Revenue Act of 1942. 

In the short time since its passage, the 
new act has caused the hasty revision of 
more wills, trusts and estate plans than 
any other law previously enacted. The 


immediate, stimulative effect of the mari- 
tal deduction is already evident, but its far- 
reaching and long range effect upon the 
trend and development of trust business 
is not so apparent. 

The new marital deduction permits the 
taxable estate of a decedent dying after 
December 31, 1947, to be reduced by the 
amount of all property and interests in 
property passing to the surviving spouse 
but not in excess of 50% of the adjusted 
gross estate. “Adjusted gross estate” is a 
new term which means the gross estate 
includible for federal estate tax purposes 
less funeral and administration expenses, 
claims, indebtedness against property in- 
cluded in the gross estate and widow’s and 
children’s awards. 


Under substantially all estate plans 
drafted prior to the enactment of the new 
law, the wife, if she survived her husband, 
would be entitled to net income during her 
lifetime. Income after her death and eventu- 
ally the principal of the estate would nor- 

ally be payable to the children of the 
‘estator or their descendants. Under this 
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and similar plans no benefit of the marital 
deduction can be obtained unless the surviv- 
ing spouse elects to renounce the will. 
Property thus passing to her by operation 
of law would qualify for the deduction. 
Recourse to such drastic action, however, 
would defeat the primary objective of the 
testator whose principal concern is to in- 
sure adequate support for his wife during 
her lifetime by placing his estate under the 
control of an experienced trustee. Coop- 
eration of attorneys in redrafting existing 
instruments to comply with the technicali- 
ties of the law will in most cases remove 
any need for renunciation. 


VIRTUAL OWNERSHIP NECESSARY 


ROPERTY and interests in property 
| et to the surviving spouse must 
meet certain standards and technical re- 
quirements in order to qualify for the mari- 
tal deduction. In general, the nature of the 
interest must be virtual ownership of a 
character which will insure its inclusion in 
the taxable estate of the surviving spouse 
upon her death. A life estate in property 
which will pass to others upon her death 
will not qualify for the deduction. An ex- 
ception to this rule, however, is made if the 
property passes into a trust and meets the 
following conditions: 

(1) the surviving spouse must be en- 
titled to all of the income payable 
not less frequently than annually; 
and 
the surviving spouse must be given 
the power, exercisable by her alone 
and in all events, either during her 
lifetime or at her death, to appoint 
the entire trust estate free of the 
trust to herself or to her estate or 
either. 

The surviving spouse must be given the 
absolute right to terminate the trust upon 
her death and she can, of course, do with 
it as she wishes. She may leave it outright 
upon her death to the children or to any 
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other persons and such action will shorten 
the period during which the property 
would normally be retained in trust. How- 
ever, alternative provisions may be added 
in the husband’s will, providing for contin- 
uation of the trust for the benefit of the 
children if the wife fails to exercise her 
power to appoint. Failure of the surviving 
spouse to exercise such power, thus permit- 
ting the property to pass under the pro- 
visions of the trust, offers an opportunity 
for a further saving of taxes since under 
the laws of some states additional inheri- 
tance taxes would be avoided. 


OVEREMPHASIS MAY MISLEAD 


HE tendency in judging any remedial 

legislation is to overemphasize the re- 
sulting benefits and this will no doubt be true 
in estimating the tax saving that may be 
realized through use of the marital deduc- 
tion. Any impartial analysis of the advan- 
tages and disadvantages that may result 
from use of the marital deduction must take 
into consideration its two-fold character. 
The first aspect of the deduction is a defer- 
ment of the Federal estate tax on approxi- 
mately one-half of the estate of the spouse 
dying first until the death of the surviving 
spouse; the second aspect is the resulting 
tax upon the death of the surviving spouse. 


Since Federal estate tax rates are based 
upon a graduated scale it is self-evident 
that any device which will permit the 
estate of a decedent to be divided for tax 
purposes into two approximately equal por- 
tions will result in a lower combined tax. 
It is also apparent that if the property 
passing under the marital deduction is 
added to a substantial estate already owned 
by the surviving spouse the aggregate tax 
saving will become smaller and in some 
instances the combined tax burden may 
even be increased. 


When the spouse dying first owns the en- 
tire property, use of the maximum marital 
deduction will, of course, result in the low- 
est possible immediate tax. The total of the 
immediate and the deferred taxes, how- 
ever, will actually be higher than if less 
than the maximum marital deduction were 
used in those cases where the adjusted 
gross estate is approximately $400,000 or 
more. For example: 
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A has an adjusted gross estate of 
$500,000 and leaves to his wife, who has 
no separate estate, the maximum marital 
deduction of $250,000 under a separate 
qualifying trust providing for income 
for life with a general power of appoint- 
ment upon her death and a default pro- 
vision in favor of one descendant. The 
wife is also given income for life from 
the residuary trust which does not qual- 
ify under the marital deduction. A’s wife 
is 60 years of age at the time of A’s 
death and does not exercise the power 
of appointment upon her death. 


Under these facts the combined immedi- 
ate and deferred taxes, including Illinois 
inheritance tax, will amount to $109,800. 
This combined tax would be reduced to 
$106,100 if only 50% of the maximum mari- 
tal deduction ($125,000) were left under 
the qualifying trust. Under the same set of 
facts but with an adjusted gross estate of 
$1,000,000, use of the maximum marital 
deduction will result in combined taxes of 
$299,300 as against total taxes of $288,300 
if only one-half of the maximum deduction 
is used. ~ 


These calculations take into considera- 
tion only the saving in combined taxes 
through the use of less than the full allow- 
able marital deduction. Consideration must 
also be given, however, to the effect such 
reduced deduction will have upon the im- 
mediate tax payable upon the death of the 
spouse dying first. Thus, in the above ex- 
ample of an adjusted gross estate of $500,- 
000, the immediate tax amounts to $62,100 
with full marital deduction as against $95,- 
200 if only one-half of the maximum marital 
deduction is used. On the same basis, the 
immediate tax on the estate having an 
adjusted gross estate of $1,000,000 would 
be $172,800 as against a tax of $240,600. 


WHAT IS THE OBJECTIVE? 


HE marital deduction is not the type of 

deduction which should be taken arbi- 
trarily; it is a factor in estate planning 
which should be duly considered along with 
all other pertinent facts in a given situa- 
tion in order best to effectuate the desires 
of the testator. If the primary objective of 
the estate plan is to guarantee the maxi- 
mum possible income to the surviving 
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spouse during her lifetime, then the full 
marital deduction may be desirable even in 
those cases where the wife has a substantial 
estate of her own. 


On the other hand, if the principal pur- 
pose of the plan is to insure that the maxi- 
mum possible estate will be left intact for 
the benefit of children, only such portion 
of the marital deduction should be used as 
will result in the minimum combined taxes. 
It is probable that the objective will fall 
somewhere between these extremes and in 
most instances it may be desirable to make 
a series of calculations in order to deter- 
mine what portion of the maximum marital 
deduction, if any, should be used. 


RESIDUARY TRUST COMPLICATIONS 


UE to technicalities of the law it will 
| fae be practical to use the residuary 
clause of the will in setting up the trust 
qualifying for the marital deduction. Sub- 
paragraph (E) of Section 812 (e) (1) of 
the Code provides that in valuing the inter- 
est passing to the surviving spouse there 
must be taken into account the effect 
thereon of any estate, succession, legacy, or 
inheritance tax assessed against such inter- 
est. Use of the residuary trust for the mari- 
tal deduction would involve complications 
similar to those in computing the value of 
remainder gifts to charity since the value 
of the property passing to the trust could 
not be determined without reference to the 
Federal estate tax applicable thereto and 
such tax must first take into consideration 
the amount of the marital deduction. 


A practical solution to the problem is 
the creation of two separate trusts. The 
first trust should be created by a bequest 
qualifying under the marital deduction 
provisions of the new law, and the second, 
or non-qualifying trust, should be set up 
under the residuary clause as in the past. 
The will should also contain a direction to 
pay out of residue all estate, succession, 
legacy or inheritance taxes assessable 
against the estate or the interest of any 
beneficiary. By the use of this method a 
trust established by means of a bequest of 
a definite or ascertainable amount or pro- 
portion of the estate and consisting of assets 
qualifying for the marital deduction would 
ot be reduced by such taxes. 
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It is not necessary that the surviving 
spouse be given any interest in the residu- 
ary trust. When considered advisable or 
desirable, however, she may be given in- 
come from the residuary trust either un- 
qualifiedly or in the discretion of the trust- 
ee. However, full consideration should be 
given to the fact that the assets comprising 
the trust created under the marital deduc- 
tion will be taxable upon the death of the 
surviving spouse while the assets in the 
residuary trust will not be subject to 
further tax. Therefore, distribution to the 
spouse of the taxable dollars from the 
first trust to the exclusion of the assets in 
the residuary trust will reduce the amount 
of property subject to tax upon the death 
of the surviving spouse. 


APPRAISING EFFECTS 


HE general effect which the marital 

deduction may have upon the use of 
trusts can perhaps best be appraised » by 
comparing the results accomplished through 
the use of a typical plan under prior law 
and through a corresponding plan drafted 
to take advantage of the new marital de- 
duction. 


Mr. Jones has an adjusted gross estate 
of $500,000. The entire residue is left 
in trust with income payable to Mrs. 
Jones, age 50, during her lifetime and 
upon her death the trust is distributable 
among their children, per stirpes. Feder- 
al estate and Illinois inheritance taxes 
would reduce the value of the residuary 
trust to $370,700. 


A corresponding plan which Mr. Jones 
could now set up to obtain the benefit of 
the full marital deduction might be as 
follows: 


Mr. Jones makes a bequest in trust 
of assets having a value of $250,000 
which would qualify for the marital de- 
duction. The will provides that Mrs. 
Jones shall have income from the trust 
during her lifetime and she is given a 
general power of appointment upon her 
death. Upon her failure to appoint, the 
remaining assets are to be added to the 
trust. created under the residuary clause 
of his will. Federal estate and Illinois 
inheritance taxes payable out of residue 
will reduce the value of the residuary 
trust from which Mrs. Jones is also to 
receive income to $187,800. 





The immediate tax saving through use 
of the marital deduction thus permits Mr. 
Jones to fund two trusts, having a combined 
value of $437,800 as against the one trust 
of $370,700 under the original plan. This 
saving of $67,100 in the immediate tax will 
be partly offset by the deferred tax of 
$47,700 at the death of Mrs. Jones, assum- 
ing that she had no separate estate. 


REDUCING DEFERRED TAX 


F Mr. Jones so desires, however, :t is 
cciie for him to set up a plan qualify- 
ing for the marital deduction which may to 
a large extent reduce the deferred tax upon 
the death of Mrs. Jones. This result can be 
accomplished by depleting the assets held 
in the marital trust which will be subject 
to tax upon Mrs. Jones’ death and accumu- 
lating the tax free dollars in the residuary 
trust. 

Assuming an average net yield of 3% 
during the lifetime of Mrs. Jones, she 


would receive annual income of approxi- 
mately $11,100 from the residuary trust of 
$370,700 under the original plan. Mr. Jones 
desires that his wife receive this amount 
under any plan which might be adopted. 


The marital trust provided for Mrs. 
Jones consists of $250,000 which will pro- 
duce an income of about $7,500 during the 
first year. This can be supplemented by 
payments from principal to give her an 
annuity of the desired amount. As the prin- 
cipal declines it will be necessary to use 
principal to a greater extent with each 
succeeding year. Assuming that Mrs. Jones 
survives her husband for a period of twenty 
years, the principal balance remaining in 
the trust will have been reduced to approxi- 
mately $153,000. If Mrs. Jones does not 
exercise her power of appointment the 
balance in the trust, less a Federal estate 
tax of $18,740 payable at her death, namely 
$134,260, will be added to the residuary 
trust. 

The remaining assets of Mr. Jones’ estate 
comprise the new residuary trust from 
which Mrs. Jones may be permitted to re- 
ceive income in the discretion of the trustee 
but only if income and principal from the 
marital trust are insufficient to meet her 
needs. Remaining income may be paid to 
children or accumulated. Assuming that no 
need for payment arises, all income earned 
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by the residuary trust during the twenty- 
year period that Mrs. Jones survives her 
husband will be accumulated and added 
each year to principal. At the time of Mrs. 
Jones’ death the principal of the residuary 
trust will have increased through net ac- 
cumulations after the deduction of income 
taxes from $187,800 to approximately $301,- 
500. When the balance of $134,260 from the 
marital trust is added, the residuary trust 
at the time of Mrs. Jones’ death will have 
a total value of approximately $435,760. 

In analyzing these plans, it will be seen 
that Mrs. Jones will receive the same 
amount of payments although she will actu- 
ally be receiving more spendable income 
under the annuity provision since an aver- 
age of over 40% of such payments will 
have been made from principal and will 
not be subject to income tax. At the time 
of Mrs. Jones’ death, the value of the assets 
to be distributed among the children will 
be $65,000 greater than under the original 
plan, which did not qualify for the marital 
deduction. 


FORESEEABLE PROSPECTS 


T is as yet too early to judge, with any 

degree of exactitude, the ultimate effect 
which the 1948 Revenue Act will have upon 
the future use of trusts. In the immediate 
future trusts may be reduced somewhat 
through renunciation where trust instru- 
ments have not been revised to qualify 
under the new law. After a period of 
transition, the length of which will depend 
upon the full cooperation of trust com- 
panies, attorneys and the customers them- 
selves, the tax saving which can be realized 
through use of the marital deduction should 
result in an increased number of trusts 
having greater total assets although the 
individual trusts may be smaller in amount. 

The use of trusts as a means for carrying 
into operation the considered plans of 
provident men for the protection of their 
dependents and the conservation of their 
estates has long been recognized. The 1948 
Revenue Act, by expressly permitting the 
qualified use of trusts in obtaining the 
substantial tax savings permissible through 
use of the marital deduction, should provide 
an added stimulus to the use of various 
types of trusts in estate planning, includ- 
ing life insurance trusts. 
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INCE early April, in performance of an 
S cbvious duty, we have been reviewing 
wills of our clients. Also we have consid- 
ered many problems raised by the marital 
deductions of the 1948 Revenue Act, with 
other lawyers, trust officers and insurance 
underwriters. Subject to all the dangers of 
first impressions, we have been persuaded 
that certain observations on this first 
month’s experience might be of interest 
and help to readers of this magazine. 


Many questions and differences of opin- 
ion have arisen as to whether the marital 
deductions would tend to increase or de- 
crease the number or dollar amount, or 
both, of existent and future trusts. Natur- 
ally, we are not in a position to offer even 
a guess as to the overall results. But we 
find it significant that in no situation re- 
viewed by us to date was it found desirable, 
even when considered solely from the view- 
point of tax savings, to reduce the amount 
to be placed in one or more trusts. 


THE EFFECT OF PUBLIC INTEREST 


HERE are clear indications that the 

public interest in the new marital de- 
ductions will result in the drafting of a 
great many new wills. Public interest is 
widespread and is bringing inquiries to 
lawyers and trust officers from persons who 
have discovered or have been reminded of 
their personal interest and possible benefit. 
There seems to be a general feeling that 
the new Act gives a married person “some- 
thing for nothing.” This probably accounts 
for repeated reports of action on the part 
of holders of substantial means who previ- 
ously had only a passive and dilatory inter- 
est in the planning of their own estates. 


It is inevitable that this tremendous pub- 
lic interest in marital deductions and in the 
general subject of death duties, wills, trusts 
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will be 


and _ estates, 
people may be expected to review existing 
wills and trusts and to seek help and speci- 
fic information in applying these widely 
publicized benefits to their own circum- 
stances. 


invigorating. More 


On the other hand, there are predictions 
that ability to split income under the new 
Act will reduce the number or size of inter 
vivos trusts. On the basis of past experi- 
ence, we would expect these forecasts to be 
valid at least during these early stages of 
experience with the new Act. But there 
may well be an offset in that the reduction 
in income taxes upon married persons and 
the doubling of gift tax exemptions and 
exclusions under the 1948 Act, may con- 
tribute to the establishment of a number of 
inter vivos trusts. 


TRUSTEE’S RESPONSIBILITIES 
MAY BE INCREASED 


ERTAINLY it is true that the sub- 
(santa and in many cases dramatic, 
savings in Federal estate taxes upon the 
estate of the spouse first-to-die, tend to in- 
crease the aggregate value of the initial 
estate for use of the surviving spouse. 


The new Act may produce more trusts 
in which a trustee will be required to de- 
vote special attention and supervision to 
an “original investment” which previously 
would have been liquidated to pay estate 
taxes. For example, a husband whose estate 
of $300,000 consists largely of the majority 
stock interest in a corporation, may find 
advantage in postponing, by means of the 
marital deduction, the estate tax on at 
least half of his estate. This saving (ap- 
proximately $40,000 in Illinois) may make 
it possible for the executor to avoid or 
postpone sale of this stock and to permit 
a trustee to continue the exercise of major- 
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ity control for a time and to obtain a con- 
siderable advantage for the beneficiaries 
through dividends and later sale of an in- 
tact controlling interest. 


It is commonplace to hear lawyers say 
that they have drawn more wills in the 
past three years than in the previous ten or 
twelve; other credible reports from disin- 
terested sources! show that the number of 
estates and trusts handled by fiduciary in- 
stitutions located throughout the country 
had increased in 1946, increased even more 
in 1947, and is continuing to grow in 1948. 
Since a good part of this increase in the 
number of wills and trusts is attributable 
to advertising and public education by trust 
companies and life insurance companies, it 
should follow that an added or similar stim- 
ulation of the public interest through cur- 
rent publicity and public education should 
bring about a measurable surge in this 
growth. 


NEW IMPORTANCE OF WOMEN’S ESTATES 


NOTHER logical consequence of the 
eon law is more divisions of the prop- 
erty rights of husbands with their wives. 
A widow of a man whose property and in- 
surance total in the neighborhood of $100,- 
000 will probably have control or the right 
of disposal of upwards of $40,000. Of 
course, the number of such cases will be 
reduced by the determination of many a 
husband to prevent his wife’s relatives or 
second husband from getting any part of 
his estate; this very strong motive has al- 
ready operated with such vigor in a suffi- 
cient number of cases to indicate to us that 
it will deter a substantial number of hus- 
bands from qualifying their estates for the 
deduction. 


But it will surely be more important in 
the future, than in the past, for women to 
have up-to-date wills to accommodate the 
holder of a power of appointment of prop- 
erty. It seems likely that there will be 
more estates of women in probate courts— 
and it is well to remember that a wife will 
probably outlive her husband. The United 
States Office of Vital Statistics reported re- 
cently that her life expectancy is 64.2 years 
against the husband’s average of 62.7 years, 


‘Mr. Albert Journeay of The Purse Company, Chat- 
tanooga. Tenn: and see Feb. 1948 Trusts and Estates 101. 
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and that the wife’s life span is increasing 
much faster than that of her husband’s. 


INTESTATE LAWS FAIL TO 
PROTECT DEDUCTION 


T will now be expensive, in the loss of 

tax benefits for a spouse to say that he 
or she will “let my property be divided as 
the law directs.” The intestate laws of 
most of the States cannot be depended upon 
to bring to the estate the full benefits of 
the new exemption inasmuch as the intes- 
tate share of the surviving spouse is usu- 
ally less than one-half the estate. 


More than ever before is it now essential 
that counsel be given the fullest statements 
of fact as to the status of all persons in- 
volved and as to the property holdings 
and insurance of both husband and wife. 
This means not only the ages and life ex- 
pectancies of the parties and the value of 
each asset—it means all the facts. More- 
over, there is need for frequent review to 
determine the effect of any changes in 
facts or status. The necessity of thorough 
review and intimate confidence is not mini- 
mized by the fact that some existing wills 
will require only minor changes, or that 
an appropriate codicil will suffice until a 
satisfactory plan has been developed. 


The task of the attorney is also immeas- 
urably increased by the necessity of making 
innumerable calculations of mathematical 
possibilities to determine the proper portion 
of marital deduction to be taken. Many in- 
vestigatory projects are underway, attempt- 
ing under various assumptions of fact to 
determine what end result might be ob- 
tained by varying certain facts. It seems 
that the work involved can only be accomp- 
lished by genuine and productive collabora- 
tion among lawyers, fiduciaries and life 
insurance companies. 


GENERAL PATTERN 


N reviewing the wills of our clients, we 

found that in the majority of them the 
potential tax savings could be realized and 
the testator’s desires for efficient manage- 
ment and other non-tax considerations met 
by utilizing variations of one fundamental 
plan. This is the creation of two testamen- 
tary trusts, the first trust (herein called 
the “marital trust’) designed to qualify 
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for the marital deduction and generally tak- 
ing the form of income to the surviving 
spouse for life with a general power of 
appointment, remainder to others in de- 
fault of and a second trust (herein called 
the “residuary trust’) restricted in any 
manner desired but usually in the form of 
limited income to the surviving spouse for 
life and remainder over to others. 










Parenthetically, on the basis of our ex- 
perience to date, there is no indication that 
funds that would have been placed in testa- 
mentary trusts prior to the new Act will 
not be placed in testamentary trusts be- 
cause of its enactment; in fact, the funds 

‘ will be increased by the amount of the tax 
saved at the death of the first spouse. 
f The determination of the amount which 
should be placed in the marital trust will 
B vary considerably and will depend upon 
many factors, including the life expectancy 
of the surviving spouse, the size of his or 
her separate estate, the availability of liquid 
assets in the decedent’s estate, questions 
of mental competency, the possibility of 
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undue influence being brought upon a 
widow, and the similar considerations that 
always apply. 


ILLUSTRATIVE EXAMPLE 


INCE it is impossible to discuss a 
S variety of situations in detail, it will be 
assumed that the husband, H, is the first 
to die; that his wife, W, has no estate; that 
there is a child; and that the principal of 
the marital trust will not be reduced dur- 
ing W’s life. The term “aggregate taxes” is 
used to designate the sum of the taxes on 
the death of both spouses. 


The percentage of the amount available 
for marital deduction which should be taken 
to produce the minimum aggregate tax 
varies from 100 per cent in estates of 
$200,000 to approximately 30 per cent in 
estates of one to two million dollars. But it 
must be remembered that the determination 
of the percentage of the full marital deduc- 
tion which gives the minimum aggregate 
tax is not a complete answer. For example, 
where H’s estate is $1,000,000, the taking 





of the full marital deduction of $500,000, 
rather than thirty per cent, or $150,000, 
would result in an increase of the aggregate 
tax by approximately $14,000. However, at 
the same time, W would gain the use of 


approximately $98,000 (the amount of tax 


saved at H’s death by the taking of the full 
marital deduction rather than thirty per 
cent) for her life, and thus it is necessary 
to consider her life expectancy and her in- 
come tax bracket. 

A rather surprising result is that where 
H has an estate of $200,000, it is indicated 
that the full marital deduction should be 
taken, whether W has no estate or an estate 
in any amount up to $300,000. In the case 
where W has a separate estate of $300,000, 
the difference in the aggregate tax between 
the taking of no marital deduction and the 
taking of a full marital deduction is ap- 
proximately $600, as against the use of an 
additional $25,000 for W’s life. 


VARIATIONS 


N the utilization of the fundamental 
Ton involving marital and residuary 
trusts, the possibility of considerable varia- 
tion as between the two funds should not 
be overlooked. For example, in one instance 
the marital trust was left to W for life 
with power of appointment and in default 
to children. During her life, she was to 
receive annually all of the income and a 
percentage of the principal. (This percent- 
age was calculated so that the rate of re- 
duction of principal would be such as to 
leave $100,000 of principal five years be- 
yond her life expectancy. If she lived be- 
yond that time, she would continue to re- 
ceive principal at the same rate.) The resi- 
duary trust provided that the trustee should 
pay W so much of the income as would be 
necessary to give her a specified annual 
amount (taking into consideration other 
monies payable to her, including the annual 
payments under the marital trust, the spe- 
cified amount to be adjustable in terms of 
cost of living and extraordinary medical 
expenses), and accumulate the remaining 
income for the children until specified ages 
(income only immediately payable to them 
in certain emergencies). The considerations 
resulting in this type of trust are fairly 
obvious, and it is mentioned merely to stim- 
ulate the consideration of other variables. 
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Where H is interested nct only in a strong 
management control of his estate but does 
not wish to permit W the power to divert 
any substantial portion of his estate from 
the ultimate beneficiaries, it is an inter- 
esting fact that in many situations a very 
small marital deduction will give a high 
percentage of savings without materially 
interfering with his desires. If H has a 
million dollar estate, a marital trust of 
merely $50,000 will effect approximately an 
aggregate tax saving of $13,000 and the 
use of an additional $15,000 for the life of 
W. 


EFFECT ON INHERITANCE TAXES 


NDER the Act, state inheritance taxes 

have acquired a new importance and 
greatly complicate the possibilities and 
precautions which must be reviewed. For 
example, Illinois imposes a death tax which 
makes no allowance for a marital deduction. 
In many smaller estates, the state taxes will 
be the only taxes of consequence involved. 
In larger estates, which take advantage of 
the marital deduction, the federal credit 
(80% of state inheritance taxes against the 
basic estate tax) will by no means offset the 
state tax. It thus becomes important to 
determine whether under state law a partic- 
ular plan will be advantageous or disadvan- 
tageous. 

For example, in some states a tax advan- 
tage is gained where the amount of the 
marital deduction, instead of being left out- 
right, is left in trust to the wife with a 
general power to appoint and in default 
thereof to children. In these states, the trust 
property will be taxed upon H’s death but 
will not be taxed on W’s death if she does 
not exercise the power. Furthermore, in 
some states insurance policies payable to 
named beneficiaries are not taxable at the 
death of the insured, and property held 
jointly by the spouses is taxable only to 
one-half of its value, regardless of the fact 
that the surviving spouse contributed noth- 
ing. 

Tax provisions such as these may be 
utilized to advantage in particular instances. 


SUGGESTIVE OBSERVATIONS 


MONG the many miscellaneous observa- 
tions that might be made, the follow- 
ing may be of some interest or service: 
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A. Where H leaves an estate in trust 
with part in a marital trust: 

1. It seems safest to establish two com- 
pletely separate trusts (i.e., the marital 
trust and residuary trust discussed above). 
Until further clarification we have. avoided 
any powers in the trustee permitting the 
mingling of funds, such as joint investments 
and allocation of income therefrom. 

2. If the full marital deduction is desired 
the will should specifically provide for pay- 
ment of death taxes out of the residuary 
estate and should also waive the executor’s 
right of reimbursement as to any tax on 
insurance or other property, included in 
the marital trust, not passing under the 
will or passing in default of appointment. 

3. There seems to be no legal objection 
to tying in the amount to be left under 
the marital trust to the exact amount per- 
mitted by law. 

4. The will should expressly provide that 
the executor should not satisfy the marital 





trust from assets as to which, if included, 
no marital deduction would be allowed. 


5. In the marital trust, until a clarifying 
ruling is made, it is probably wise to pro- 
vide that all the “income” rather than “net 
income” shall be paid to the wife, or in 
some other manner to limit the determina- 
tion of “net income.” We have also tempor- 
arily deleted the power of the trustee to 
determine what constitutes income and 
principal, since such a power has been con- 
strued as an arbitrary power to determine 
that funds which are clearly income are, 
for the purposes of the trust, principal. 
Also, if “net income” is used, one should 
be careful not to permit the trustee to de- 
duct items which are not properly deducti- 
ble under state law. In Illinois, income to a 
life tenant of realty is calculated before 
depreciation and thus power in the trustee 
to deduct depreciation in determining in- 
come might disqualify the trust. 


2 y : % «© 
6. We have avoided the usual provision 
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for the payment of any accrued income upon 
the death of W over to the children. 


7. Where, as in Illinois, non-exercise of 
a power of appointment is important in 
the tax result, W’s will should specifically 
state that she does not exercise the power 
in order to avoid a construction that it was 
exercised by the residuary clause. 


INSURANCE QUESTIONS 


B. With respect to life insurance, it is 
felt that no decision can be made until the 
applicable portion of the Act is clarified 
and the insurance companies decide what 
additional provisions as to beneficiaries, 
enabling the proceeds to qualify for the 
marital deduction, will be acceptable to 
them. In the main, we have recommended, 
as a temporary expedient, the amendment 
of policies to provide that upon the death 
of the surviving spouse, the commuted value 
of the policy shall be payable to his or her 
estate. 


Where it is desired to preserve an inter- 
est option, the interest should be payable 
to the surviving spouse during her lifetime, 
and the principal payable to her estate. 
Since no person other than the widow has 
an interest in the proceeds, the marital de- 
duction should be allowed, according to an 
informal ruling of the Bureau of Internal 
Revenue. Certain amendments to the law 
have been proposed which will enable in- 
surance with interest options to qualify for 
the marital deduction. 


COMMON DISASTER CLAUSES 


C. Under the new Act, the use of the 
so-called “common disaster” clauses in wills 
should be carefully scrutinized, since in 
many cases they will be undesirable. Prior 
to the new Act, where property was left 
to. the spouse, if living, and if not, to 
others, it was a general practice to provide 
a presumption of survival of the testator 
in common disasters or under circumstances 
where it was difficult to tell who died first, 
or to require the beneficiaries to survive a 
specified time in order to take or not to be 
divested. Under the new Act, the marital 
deduction may be desirable even where 
spouses die simultaneously. 


This, in effect, reverses the approach to 
be made since the surviving spouse should 
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take, if possible. Not only should the “com- 
mon disaster” clause be omitted, but in 
states which have adopted the Uniform 
Simultaneous Death Act (or similar provi- 
sions) which raises a presumption that the 
testator survived the spouse, the will should 
expressly negative this presumption. In all 
other cases, the advisability of “common 
disaster” clauses is the same as before. 


One should be careful not to be misled 
by the exceptions under the new Act per- 
mitting the use of certain “common disas- 
ter” clauses. For example: If it is provided 
that the surviving spouse takes subject to 
divestment if she dies within two months, 
and she does so die, the marital deduction 
does not apply because it is a terminable 
interest. Similarly, if the surviving spouse 
does not take unless she survives for two 
months, and she dies within that period, 
the marital deduction is lost because there 
is no transfer to the spouse. 


An interesting example of a possible use 
of a so-called “common disaster’ provision 
is the following: Assume the same facts 
noted at .the beginning of the illustrative 
examples and that H has $1,000,000. It was 
shown that 30 per cent of the marital de- 
duction would produce the minimum aggre- 
gate tax. Assume that because W is young, 
it has been decided to take the full marital 
deduction of $500,000, since W would have 
the use of the tax savings at H’s death dur- 
ing her life. In such event a plan by which 
30 per cent of the marital deduction would 
be given to W if she survived H, and the 
remaining 70 per cent of the marital de- 
duction would be given to W subject, how- 
ever, to divestment in favor of the residu- 
ary takers, if she died within six months 
(the period permitted by the Act), would 
seem to take full advantage of the tax 
savings afforded by the Act. 


SUMMARY 


NE immediate result of the new Act 

is to make mandatory the review and, 
in most cases, the revision of existing wills 
of married persons. The publicity attending 
the Act is educating those who are without 
wills of their need for competent advice and 
affirmative action in making an estate plan. 
Inevitably, a greater number of persons 
will dispose of property by will. 
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Our experience indicates that the full 
available savings under the new Act can be 
gained in some instances only by the utiliza- 
tion of testamentary trusts; that, except in 
very rare cases, trusts can be used with- 
out any material tax disadvantage. 

But in the final analysis as to whether or 
not a testamentary trust should be utilized, 
it is always well that clients and their ad- 
visors remember that tax saving is only 
one factor. In our review of wills drawn 
prior to the Act, together with other cases 
discussed with a number of other lawyers, 
we did not come across a single instance in 
which a testamentary trust had originally 
been created solely to gain a tax advantage 
under the prior law. In all of these cases it 
appeared that the original decisions to use 
testamentary trusts were made for the same 
reasons that have already controlled, or 
will control, the decisions as to their con- 
tinued use under the new law, i.e., a desire 


to protect the beneficiaries and preserve the 
estate against their own weaknesses and 
limitations; a need for the financial 
strength and continuity of an institution; 
confidence in the integrity and ability of its 
officials; a conviction that the management 
of trust funds and uncertainties as to future 
circumstances of beneficiaries require 
broad knowledge and experience. 


The new Tax Act has not changed the 
force and weight of these fundamental con- 
siderations, as they may apply in greater 
or less degree to particular cases. They will 
be as controlling under the new Act as they 
were under prior law—and as they were 
long before taxes upon incomes, estates and 
gifts became an important consideration. 


Boston LIFE INSURANCE AND TRUST COUNCIL 
had as its guest speakers on May 11, Edward 
N. Polisher, a tax specialist, and Mayo A. 
Shattuck, an authority on estate planning. 
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The Taxation Factor 

in Investing 
Tax exemption in bonds isa feature of varying 
value to different investors. To some it is a 
luxury; to others, a necessity. The problem is 
to obtain the exact degree of tax exemption 
which fits the individual income. The large 
investor must pay so high a tax rate that tax 
exempt bonds may yield the same or a better 
net return than taxable bonds paying a much 
higher interest rate. On the other hand, the 
investor of moderate income might be paying 
fora value he could not use in buying any, 
or too large a proportion of, tax exempts. 
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understandable folder with tabulations, based 
upon the Revenue Act of 1948, to assist in 
determining which type of bond is more 
profitable for investors; also available is a 
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with taxable incomes in brackets ranging 
from under $5,000 to over $50,000. 
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for the payment of any accrued income upon 
the death of W over to the children. 


7. Where, as in Illinois, non-exercise of 
a power of appointment is important in 
the tax result, W’s will should specifically 
state that she does not exercise the power 
in order to avoid a construction that it was 
exercised by the residuary clause. 


INSURANCE QUESTIONS 


B. With respect to life insurance, it is 
felt that no decision can be made until the 
applicable portion of the Act is clarified 
and the insurance companies decide what 
additional provisions as to beneficiaries, 
enabling the proceeds to qualify for the 
marital deduction, will be acceptable to 
them. In the main, we have recommended, 
as a temporary expedient, the amendment 
of policies to provide that upon the death 
of the surviving spouse, the commuted value 
of the policy shall be payable to his or her 
estate. 

Where it is desired to preserve an inter- 
est option, the interest should be payable 
to the surviving spouse during her lifetime, 
and the principal payable to her estate. 
Since no person other than the widow has 
an interest in the proceeds, the marital de- 
duction should be allowed, according to an 
informal ruling of the Bureau of Internal 
Revenue. Certain amendments to the law 
have been proposed which will enable in- 
surance with interest options to qualify for 
the marital deduction. 


COMMON DISASTER CLAUSES 


C. Under the new Act, the use of the 
so-called “common disaster” clauses in wills 
should be carefully scrutinized, since in 
many cases they will be undesirable. Prior 
to the new Act, where property was left 
to. the spouse, if living, and if not, to 
others, it was a general practice to provide 
a presumption of survival of the testator 
in common disasters or under circumstances 
where it was difficult to tell who died first, 
or to require the beneficiaries to survive a 
specified time in order to take or not to be 
divested. Under the new Act, the marital 
deduction may be desirable even where 
spouses die simultaneously. 

This, in effect, reverses the approach to 
be made since the surviving spouse should 
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take, if possible. Not only should the “com- 
mon disaster” clause be omitted, but in 
states which have adopted the Uniform 
Simultaneous Death Act (or similar provi- 
sions) which raises a presumption that the 
testator survived the spouse, the will should 
expressly negative this presumption. In all 
other cases, the advisability of “common 
disaster” clauses is the same as before. 


One should be careful not to be misled 
by the exceptions under the new Act per- 
mitting the use of certain “common disas- 
ter” clauses. For example: If it is provided 
that the surviving spouse takes subject to 
divestment if she dies within two months, 
and she does so die, the marital deduction 
does not apply because it is a terminable 
interest. Similarly, if the surviving spouse 
does not take unless she survives for two 
months, and she dies within that period, 
the marital deduction is lost because there 
is no transfer to the spouse. 


An interesting example of a possible use 
of a so-called “common disaster’ provision 
is the following: Assume the same facts 
noted at the beginning of the illustrative 
examples and that H has $1,000,000. It was 
shown that 30 per cent of the marital de- 
duction would produce the minimum aggre- 
gate tax. Assume that because W is young, 
it has been decided to take the full marital 
deduction of $500,000, since W would have 
the use of the tax savings at H’s death dur- 
ing her life. In such event a plan by which 
30 per cent of the marital deduction would 
be given to W if she survived H, and the 
remaining 70 per cent of the marital de- 
duction would be given to W subject, how- 
ever, to divestment in favor of the residu- 
ary takers, if she died within six months 
(the period permitted by the Act), would 
seem to take full advantage of the tax 
savings afforded by the Act. 


SUMMARY 


is to make mandatory the review and, 
in most cases, the revision of existing wills 
of married persons. The publicity attending 
the Act is educating those who are without 
wills of their need for competent advice and 
affirmative action in making an estate plan. 
Inevitably, a greater number of persons 
will dispose of property by will. 


Ors immediate result of the new Act 
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Our experience indicates that the full 
available savings under the new Act can be 
gained in some instances only by the utiliza- 
tion of testamentary trusts; that, except in 
very rare cases, trusts can be used with- 
out any material tax disadvantage. 


But in the final analysis as to whether or 
not a testamentary trust should be utilized, 
it is always well that clients and their ad- 
visors remember that tax saving is only 
one factor. In our review of wills drawn 
prior to the Act, together with other cases 
discussed with a number of other lawyers, 
we did not come across a single instance in 
which a testamentary trust had originally 
been created solely to gain a tax advantage 
under the prior law. In all of these cases it 
appeared that the original decisions to use 
testamentary trusts were made for the same 
reasons that have already controlled, or 
will control, the decisions as to their con- 
tinued use under the new law, i.e., a desire 





to protect the beneficiaries and preserve the 
estate against their own weaknesses and 
limitations; a need for the financial 
strength and continuity of an institution; 
confidence in the integrity and ability of its 
officials; a conviction that the management 
of trust funds and uncertainties as to future 
circumstances of beneficiaries require 
broad knowledge and experience. 


The new Tax Act has not changed the 
force and weight of these fundamental con- 
siderations, as they may apply in greater 
or less degree to particular cases. They will 
be as controlling under the new Act as they 
were under prior law—and as they were 
long before taxes upon incomes, estates and 
gifts became an important consideration. 


BosTtoN LIFE INSURANCE AND TRUST COUNCIL 
had as its guest speakers on May 11, Edward 
N. Polisher, a tax specialist, and Mayo A. 
Shattuck, an authority on estate planning. 
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SS The Taxation Factor 


————— 


in In vesting 


Tax exemption in bonds isa feature of varying 
value to different investors. To some it is a 
luxury; to others, a necessity. The problem is 
to obtain the exact degree of tax exemption 
which fits the individual income. The large 
investor must pay so high a tax rate that tax 
exempt bonds may yield the same or a better 
net return than taxable bonds paying a much 
higher interest rate. On the other hand, the 
investor of moderate income might be paying 
for a value he could not use in buying any, 
or too large a proportion of, tax exempts. 


Taxables or Tax Exempts? 


Available without obligation is a clear, 


HALSEY, STUART & CO. INc. 

123 S. La Salle Street, Chicago 90, Illinois 
Gentlemen: Please send me, without cost 

or obligation, ‘Tax Charts” for Investors 

and for Banks and Other Corporations. 


Name—— 
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ART & CO. 


35 WALL STREET, NEW YORK 5 


understandable folder with tabulations, based 
upon the Revenue Act of 1948, to assist in 
determining which type of bond is more 
profitable for investors; also available is a 
chart helpful to banks and other corporations 
with taxable incomes in brackets ranging 
from under $5,000 to over $50,000. 


Use this request form—at no cost. 
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The better you live, the more oil you need... 


report on the}| 
most useful year 


N this country and through the world, human progress calls for more and 
| more oil. To do their part in meeting the great need for oil in 1947, Stand- 
ard Oil Company (New Jersey) and its affiliates performed the biggest job in 
their history. They produced more oil and delivered more products; took in 
and paid out more money; employed more workers and served more people 
than ever before. And far more than ever was spent for facilities to meet 
growing needs—426 million dollars in a single year, paid for out of past and 
current earnings of the business. It was a year of great accomplishment; 
great progress. Here are some highlights from this significant year, based on 
the Company’s Annual Report to its 171,000 stockholders... 


1 World-wide, the need for oil surpassed 

all records. To help meet the need, crude 
oil production by Jersey Company affiliates was 
increased 8% over 1946, setting another new 
record. Their production was 14% of the world’s 
total for the year. 


2 In the U.S., too, the need was at record 

levels. Three million more cars to fuel than 
pre-war; twice as many tractors and trucks on 
farms; a million and a half more oil-heated 
homes; five times as many diesel locomotives. 
Total U.S. consumption of oil products was 11% 
greater than 1946, 12% greater even than the 
peak war year. In meeting this need, we set new 
output records month after month, accounting 


for 9% of U.S. total crude oil, and 14% of total 
refinery runs. 


3 The unusually hard winter made heating 
oil and kerosene supply a special problem. 
By extraordinary effort in refineries and hard 
work and long hours by people all along the 
line, we were able to deliver about 25% more of 
these products than in the winter before. 


With such big demand, big supply, and 

rising prices, money came in—and was paid 
out—in all-time record figures. Total dollar in- 
come reached $2,387,000,000—45% over 1946. 
Operating charges and other deductions from 
income reached $2,118,040,000—44% over 1946. 
A record sum of $466,954,000 was paid to our 
employees. 


STANDARD OIL COMPANY 
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biggest, hardest, 
we ever had_!... 


5 Net consolidated earnings of the Company 

and affiliates—$269,000,000—equalled $9.83 
per share, or 11.3% of total income as compared 
to 10.8% in 1946. Dividends of $4.00 per share 
were paid by the parent Company. 


6 Most important dollar figure of the year 

was the 426 million dollars spent for new 
wells, plants, tankers, pipelines and all the 
other things it takes to get the oil you need. 
Part of a billion dollar program covering the 
two years 1947-48, it was by far the greatest 
capital investment we have ever faced. The 
money came almost entirely from earnings, 
past and current—money made on the job went 
back into the job. 


Transportation of oil was a big job. Dur- 

ing the year, we bought 23 ocean-going 
tankers from the U.S. Maritime Commission, 
and early this year we ordered 6 new 26,000-ton, 
16-knot ships, the largest we ever operated. 
Pipelines were pushed to new records — our 
trunk lines delivering 83 billion barrel-miles, 
or 11 billion more than in 1946. 


in discovering new oil, we spent 5 times as 

much as pre-war—16% more than last year. 
(Altogether, the country’s known oil reserves 
were increased by 600 million barrels during 
the year, in spite of record consumption.) 


9 Cost of research also increased — 

$18,200,000 was spent for new knowledge. 
Considerable progress was made in finding more 
efficient and lower-cost processes for making 


(NEW JERSEY) 


AND AFFILIATED COMPANIES 
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gasoline and other liquid fuels synthetically 
from natural gas, oil shale, and coal. . 


10 Labor-management relations remained 

excellent, continuing our exceptional rec- 
ord of industrial harmony. Employee compen- 
sation was adjusted upward during the year 
to help meet rising living costs. A total of 
$55,396,000 was saved in employee Thrift Plans, 
of which $20,987,000 was saved by employees 
and $34,409,000 contributed by the Company 
and its affiliates. 


HE 1947 JOB WAS A BIG ONE. The 

jobs ahead are bigger still. In a democ- 
racy the responsibility for making a better 
world rests with the individual and the indi- 
vidual enterprise. It is clear that an enter- 
prise like Standard Oil Company (New 
Jersey) must exercise a full realization of the 
social responsibilities of profit—must under- 
stand that the peace, advancement, and the 
security of the people of the world are the 
best guarantee of the Company’s own prog- 
ress and security. We intend now, as always, 
to demonstrate in action that the free, com- 
petitive American enterprise system is far 
superior to any other. We believe that the 
Company and its affiliates are so organized, 
and their business so conducted, that they 
will continue to serve people well. 


Copies of the full report are available on request. Address 
Room 1626, 30 Rockefeller Plaza, New York 20, N. Y. 
The earnings statement in this report satisfies the pro- 
visions of Section 11 (A) of the Securities Act of 1933. 





ESTATE PLANNING APPROACH 
UNDER NEW TAX LAW 


HUGH KEMP 
Vice President, Estate Planning Dept., Peoples First National Bank & Trust Co., Pittsburgh 


HE first beneficial effect of the new 

Revenue Act is in providing an oppor- 
tunity to re-contact our customers and 
clarify the provisions of this new law 
as it relates to their particular case. With 
the facts and figures resulting from our 
study, they are then in an intelligent posi- 
tion to arrive at the right decision. This 
concentrated service, working for the good 
of the customer, cannot help but increase 
his good will towards our institutions. 


Secondly, the necessity for a complete 
understanding of the provisions of this new 
Act furnishes the greatest opening wedge 
for an interview with a prospective custom- 
er. It is more necessary today than ever 
that each property owner do some serious 
thinking in order to set up the best plan 
for the continuation of the estate he has 
created, to “set his house in order’ in line 
with the provisions of the new statute. 

Furthermore, the customer becomes 
better educated in the many additional 
benefits of complete estate planning rather 
than concentrating on the saving of taxes. 
In our short experience since the passage 
of the Act, several customers have concluded 
that they were much more interested in 
continuing high-grade, experienced manage- 
ment of their estates, even at a slightly 
increased tax cost. Aware that capital de- 
pletion through poor, inexperienced manage- 
ment has cost beneficiaries much more than 
taxes, they have decided it is foolish to 
jeopardize the whole to save a small portion. 


TAKEN, RATHER THAN TAKE, CARE OF 


ANY men have wisely decided it is 
M vce a kindness to leave property for 
their beneficiaries to take care of as com- 
pared to a plan setting up the property to 
take care of the beneficiaries. This is re- 
sulting in a continuation of trusts covering 
the entire estate with either a power of 
consumption or a general power of appoint- 
ment, or both, being used as the method of 
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qualification for the marital deduction. The 
effect on trust business will undoubtedly be 
very little because of the better understand- 
ing of the public of the many benefits of 
sound trusteeship and experienced manage- 
ment. 

In addition, we have already found sev- 
eral cases, and we expect to find many 
more where, because of the nature of the 
property and the inadvisability or impossi- 
bility of division, it will be impractical to 
try to qualify for the marital deduction. 
Where a business interest represents the 
major portion of the estate, the difficulties 
accompanying any attempt at division can 
be readily recognized. 

At first glance, this new Act seems to 
provide tremendous savings if the spouse 
survives the property owner. True, the tax 
is reduced under such circumstances but 
the amount excluded under the marital de- 
duction will be taxable at the spouse’s de- 
cease. It is surprising to discover how 
slight the savings may be in many cases 
when considering both situations. 

The mere fact that the new Act allows 
savings at the death of the first spouse, 
thus creating a second estate at the decease 
of the surviving spouse, does not necessarily 
mean that there will be less trust business 
resulting from the handling of both situa- 
tions. It would rather seem to furnish a 
challenge to prove the necessity for experi- 
enced executors and competent management 
to be kept in the entire picture, so that 
the original ideas in the minds of both 
husband and wife will be carried out. In 
fact, it stresses the importance of careful 
consideration in the initial stages of plan- 
ning. No one can tell how quickly both plans 
may become operative. 


A SECOND LOOK 


N the past the saving of taxes has too 
often been the motivating factor in just- 


ifying a complete estate analysis study. 
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Many plans have been created providing 
too rigid control through the life of the 
surviving spouse and continuing for the 
benefit of further beneficiaries. Such plans 
could well be criticized because a limited 
power of appointment has in many instances 
not been given to the surviving spouse and 
desirable changes, advisable because of al- 
tered family and economic conditions, could 
not be made effective. One additional bene- 
fit in qualifying for the marital deduction 
and giving the surviving spouse the gen- 
eral power of appointment will allow for 
a “second look” at the picture, to better 
provide for family or economic conditions 
then existing. This could beneficially affect 
the future comfort and happiness of chil- 
dren and grandchildren. 


In qualifying for the marital deduction, 
the method of payment of life insurance 
proceeds now in effect must be taken into 
consideration. Probably many agreements 
with life insurance companies will require 
revision. Under any plan exercising the life 
income options the advisable method to fol- 
low in most cases would be to provide that 


COMPLETE 


TRUST 


any balance remaining at the death of the 
wife pass under her will. This provides for 
the “second look” as related to life insur- 
ance proceeds as well as general estate 
assets. 

This new Act also applies the community 
property theory to the gifts, in effect 
doubling the specific exemption of $30,000 
and the annual exclusion of $3,000 to each 
beneficiary, where the gift is made with 
the joint approval of both husband and 
wife. As in the past, recommendations re- 
garding irrevocable gifts require careful 
consideration. No doubt a more common 
knowledge of the wider latitude on tax-free 
gifts will bring about a greater activity 
in this direction. This should not result to 
the disadvantage of fiduciary business, par- 
ticularly where irrevocable gifts in trust 
are contemplated for the benefit of children. 

In rendering a continuous service to our 
customers, we are materially increasing the 
knowledge of the public regarding the de- 
sirability of carefully planned estates and 
the need for trust service, while enhancing 
the prestige of our institution. 


SERVICE 


O.: complete facilities insure prompt, efficient, and economi- 


cal service in all fiduciary duties. 


Executor, Administrator, 


Guardian, 


For individuals we serve as 


Conservator, Trustee or 


Agent. For corporations we serve as Registrar and Transfer 


Agent of stocks, and Trustee of bond and note issues. 


(Member Federal Deposit Insurance Corporation) 


City Nationa Bank 
AND TRUST COMPANY of Chicago 
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WILL TRUST BUSINESS DECLINE ? 


New Tax Law May Prove Stimulus 


E. J. NICHOLAS 
Trust Officer, Manufacturers Trust Company, New York 


HE revolutionary changes in the basic 
i pedi of taxation, brought about by 
the Federal Revenue Act of 1948, are cert- 
ain to affect the values of estates and trusts 
which are to be administered hereafter. 
Will these values be greater or less, with 
consequently favorable or adverse effect 
upon professional fiduciaries? 


Suppose that we first explore the proba- 
bilities of a spouse making substantial gifts 
during his or her lifetime. There will al- 
ways be, of course, the natural disinclina- 
tion to part with dominion over any sub- 
stantial portion of his property during life, 
irrespective of the fact that some tax ad- 
vantage may accrue as a result of such 
disposition. But a husband or wife hereafter 
may give to the other, assuming that the 
donor still has available the specific life- 
time exemption of $30,000 against gifts, 
property of the value of $66,000 without in- 
curring a tax liability for the reason that 
the spouse-donee is presumed, for tax pur- 
poses, to own half the property so given. 
The donor will thus have used his or her 
lifetime exemption and may, without in- 
curring tax liability in future years, give 
to the other spouse only $6,000 in each such 
year. 

Prior to April 2, 1948, either spouse 
could have given to the other, without in- 
curring tax liability, only $30,000 over and 
above the yearly exclusion of $3,000. In 
all such transfers heretofore made, the 
amounts were not sufficiently large to be 
acceptable as trust accounts by at least 
the larger trust institutions or to create 
in the donor a desire to transfer the gift 
in trust for the protection and benefit of 
the donee. With the right, however, to 
make larger gifts tax-free, it seems likely 
that more of them will be transferred in 
trust than heretofore. If time proves this 
to be true, then trust institutions may 
acquire more living trusts. 
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DETERRENTS TO INTER-SPOUSE GIFTS 


ate a larger taxable estate in the 
survivor, it would appear that the ultimate 
results, tax-wise, will not often justify such 
gifts. To illustrate, let us assume that A 
has an estate, the adjusted gross value of 
which, as defined by the new Act, is $400,- 
000. With appropriate provisions in his 
will for the benefit of his wife, a 50% 
marital deduction will be allowed, thus re- 
ducing the taxable value of his estate to 
$200,000; the remaining $200,000 would 
pass to his wife outright or for her bene- 
fit without immediate imposition of any 
Federal tax. Under this arrangement, the 
net Federal estate tax upon his death would 
amount to $31,500 and upon her death, an- 
other $31,500, assuming that she survived 
him, that her tax-free share in the estate 
remained unchanged in value and that she 
possessed no other property. 


If A transferred $100,000 to his wife dur- 
ing life, he would reduce the adjusted gross 
value of his estate to $300,000. Upon his 
death, his wife, in her own right, would 
have $100,000 and if his will is drawn so 
as to assure her the full marital deduction, 
then his taxable estate is reduced to $150,- 
000. But the taxable estate upon her death 
will have been increased to $250,000. While 
A has reduced the net Federal tax payable 
by his estate from $31,500 to $17,500, his 
wife’s estate thereafter will have a value 
which will subject it to a net Federal Estate 
Tax of $45,300, the aggregate taxes being 
$62,800 as against $63,000 had no gift been 
made. Thus, by making a gift to his wife 
of $100,000 their combined net Federal 
Estate taxes have been decreased only $200. 
If a gift tax had been incurred when the 
gift was made, then the overall tax situa- 
tion may be worse than if no gift had been 
made. 


a; gifts between spouses will cre- 
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Therefore, it would seem that the spouse 
who is possessed of property should not 
make transfers that will create in the other 
a taxable estate larger than the donor’s. 
One may easily conclude, then, that upon 
appropriate advice not many individuals 
will make substantial gifts, particularly 
taxable gifts, to their spouses. It would ap- 
pear wholly uneconomical, in many cases, 
to pay gift taxes on property, one-half of 
which, may otherwise descend to the sur- 
viving spouse tax-free. Moreover, the per- 
missive right given spouses to split income, 
for tax purposes, will lessen if not alto- 
gether eliminate, in many instances, any 
desire to make gifts from one to the other. 
It is the writer’s belief, based upon his 
experience, that gifts heretofore made from 
one spouse to the other were more often 
prompted to reduce the donor’s income tax 
than to accomplish any other result. 

A different line of reasoning must be ap- 
plied with respect to gifts to children. With 
the consent of the other, either spouse may 
give to each child $6,000 in any year where 
heretofore he or she was restricted to $3,000 
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in treating such gift as an exclusion. In 
many situations it will appear economically 
sound to make transfers to the children 
annually, as heretofore, but in these iarger 
amounts. Inasmuch as the children are en- 
titled to no deductions in their parent’s 
estate under the Federal law, there is a 
definite estate tax advantage: accomplished 
by such gifts. 


WILL REVISION 


O what extent will the Act prompt 
‘Weanae in testamentary dispositions? 
It may be assumed that a change will be 
made in cases where either the husband 
or wife owns a substantial estate and the 
other possesses a little or nothing for in 
each such instance a real tax economy will 
result. If the husband has a net taxable 
estate of $400,000, and makes no provision 
for a marital deduction, the net Federal 
Estate Tax on his death will be $87,700. 
This may be reduced to $31,500 if the full 
marital deduction is provided for the sur- 
viving wife. Assuming that she has no 
other property, then upon her death another 
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tax of $31,500 will be imposed. Thus, total 
taxes are reduced $24,700. 

An additional advantage is effected be- 
cause, the second tax being deferred until 
the death of the. wife, use of $31,500 of 
capital may be enjoyed during her remain- 
ing lifetime. However, as the present value 
of the estate of one spouse approaches the 
value of the estate of the other, the tax 
advantage of a marital deduction lessens 
rapidly. It will usually be found that a sub- 
stantial disparity in values must exist be- 
fore worthwhile tax benefits can be realized 
from the application of the marital deduc- 
tion. For this reason no changes should be 
made in many existing wills. 

The wills which are more likely to re- 
quire revision are those dealing with the 
usual family situation. The husband has a 
substantial estate with his wife possessing 
little or nothing of value, and they have 
children. His present will leaves everything 
in trust for the benefit of his wife during 
her lifetime with remainder over to the 
children either outright or in a. further 
trust, or he may have granted to his wife 
a limited power to appoint to their descend- 
ants in such shares as she may direct by 
her will. The reasons for establishing the 
primary trust were, first, to provide able 
management of the assets of his estate and 
second, to eliminate their readministration 
and retaxation upon the death of his wife. 


Desiring to lessen his estate taxes, he 
probably will change his will so as to make 
the most effective use of the marital deduc- 
tion. With respect to the rest of his estate, 
presumably the present provisions in his 
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will, i.e., a trust for his wife’s benefit dur- 
ing her lifetime with remainder over to 
the children, will be continued. He will 
wish to continue such trust for the same 
reasons that originally prompted him to 
place his entire estate in trust. 
Concerning the disposition of the marital 
deduction, he may bequeath the value there- 
of outright to his wife or he may provide 
that it shall be held in trust for her sole 
benefit but granting, of course, unlimited 
power to appoint the principal. He may 
further provide that if she fails to exercise 
such power to appoint, the principal upon 
her death shall pass to their children in 
the manner provided in the residuary trust. 


CHALLENGE TO SALESMANSHIP 


HETHER the husband bequeaths 

such value outright to his wife or 
in a qualifying trust for her benefit, will 
not change the tax result. However, the 
writer ‘sees no hazard to trust business in 
this for he believes that in the majority 
of these situations the husband can be 
made to see the wisdom of placing such 
marital deduction share in trust for the 
wife’s benefit rather than giving it to her 
outright. At least they will present chal- 
lenges to our salesmanship. 

There will, of course, be some who will 
choose to bequeath such permissive deduc- 
tion to their wives outright for the reason 
that, always believing that their wives pos- 
sessed the ability to manage and preserve 
property, their dominant purpose for estab- 
lishing a testamentary trust had been the 
avoidance of the second tax. In such cases 
they will create a separate estate for the 
wife which in itself will furnish another 
prospect for a will appointment. Outright 
distribution to the wife will reduce the 
value of the trusteeship under the husband’s 
will but it is conceivable that the overall 
result may be favorable. 

Without benefit of the opinions of trust 
officers generally it is, nevertheless, the 
writer’s conclusion that the provisions of 
the 1948 Revenue Act will not reduce ma- 
terially, if at all, the total value of ac- 
ceptable trust business to be administered 
by corporate fiduciaries in the future. In 
fact, he believes there is some reason to 
expect that such total value will increase. 
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ESTATE ANALYSIS 


in ACTION 


Tax Law’s Effect on Adverse Factors 


HEMAN T. POWERS 


Powers System of Estate Analysis, Cleveland 


as life underwriters are asking them- 
selves and others in their respective fields 
of endeavor, what is the new 1948 statute 
going to do to my business? What adjust- 
ments must I make? Since some have even 
directed these questions to me, it seems 
fitting to make this general question the 
subject matter of this month’s column, and, 
at the same time, to lay emphasis on the 
fact that at this writing we have only a 
new law in which there appears to be 
certain ambiguities, contradictions and 
omissions which, it is assumed, will be 
clarified by the regulations. 


\": is most natural, trust officers as well 


Just as a surveyor, in establishing levels, 
must take a back sight to a monument in 
determining the elevation of an advance 
point, so must we base our projection of 
the future, as it applies to estate analysis, 
on the “monument” of the Principles of 
Transferring Property. 

As has been repeatedly stressed in this 
column, the value of one’s_ general 
property and life insurance is measured by 
its utility to his beneficiaries or dependents. 
A major phase of such utility lies in the 
ability of these two entities to provide the 
means by which such dependents may pur- 
chase the things essential to their mainten- 
ance of a satisfactory standard of living, 
i.e., its purchasing power. Therefore, the 
impact of the new statute upon the services 
of the attorney, trustman and life under- 
writer must be measured in terms of its 
effect upon the purchasing power of the 
estates with which they deal individually or 
in colloboration. 


TRANSFER COSTS 


HE purchasing power of an estate is 
subject to these factors: 
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The costs of transfer, which include U. S. 
taxes, State taxes and administration ex- 
penses (executor’s commissions, attor- 
ney’s fees and incidental expenses). 


If there are children as well as a spouse, 
the aggregate costs incident to the transfer 
of the estate utility to such children as the 
ultimate beneficiaries must be taken into 
consideration. For example, assume that 
““Y”’ possesses the following general prop- 
erty: 


Average cash 
Securities 


Stock in his Corporation 200,000 


$ 300,000 


Total 


Assume that he owns life insurance in the 
amount of $100,000 of which $25,000 is pay- 
able to his wife in a lump sum, and the 
balance under the interest option, his two 
children being named as contingent bene- 
ficiaries. Assume also that he creates a 
trust by his will in which his wife is given 
a life interest with the remainder to his 
children. 


He now has a choice of one of four 
general alternatives with respect to the 
transfer of his estate and insurance, name- 
ly (a) he can leave his present plan undis- 
turbed, (b) he can leave his estate and 
life insurance outright, (c) he can leave 
enough either outright, or in a qualifying 
trust, to obtain the maximum marital de- 
duction, or (d) he can leave one-half of his 
residual estate outright or in a qualifying 
trust, in which event the deduction, based 
upon an adjusted gross estate, but unad- 
justed for state taxes, will approximate 
$171,000. 





The transfer costs at his death and that 
of his wife subsequently, under each of 


Present plan undisturbed 

All general property and 
arene see 

Enough general property 
and/or insurance to ob- 

tain maximum deduction... 

One-half of adjusted gross estate... 


‘Section 812 (b) deductions assumed to be $30,000, leav- 
ing an adjusted gross estate of $370,000, State taxes not 
considered, but gross estate tax used in lieu thereof. 


“Administration costs at 5% on general assets included. 


It is apparent that the saving in transfer 
costs at the death of “Y” will approximate 
from $52,500 to $56,700 if he leaves his 
property and insurance outright, while the 
cost of transferring his property to his 
children will exceed those under the present 
plan by about $30,000. If he adopts either 
one of the other alternatives, the net saving 
will run from $26,700 or $24,300. While 
these savings may be attractive, let us 
examine the other factors which affect pur- 
chasing power. 


CONVERSION OF ASSETS 


HE next factor affecting purchasing 
power of the estate is: 


Conversion of the estate assets, either 
for purposes of distribution, because they 
fail to conform to the investment statute, 
or lack of adequate authority to retain, 
or for purposes of liquidation. 
If it is deemed imprudent by the trustee 
to retain the corporation stock, the liquidity 
of the estate at both the death of “Y” and 
that of his wife will, in all likelihood, be 
adequate and, by such token, any decrease 
in the costs of transfer will have little or 
no bearing on this particular factor. 

On the other hand, if the trustee deems 
it prudent to retain such stock and the 
other securities, the liquid asset, will, unless 
the security market declines, just about 
equal the cash requirements (including 
debts and claims) at the death of “Y”. The 
estate of his wife, however, will possess 
little or no liquidity but will have cash 
requirements of from $30,000 to $87,590, 


388 


these alternatives, will approximate the fol- 
lowing: 
Total in 
At death At death Transferto 
oe “rT of Spouse! Children! 
$99,900" $ 0 $ 99,900 
130,790 


. 43,200 87,590" 


. 43,200 
47,400 


30,000* 
28,200 


73,200 
75,600 


“Administration costs of 5% on net value of estate re- 
ceived from spouse included. Succession taxes based on 
such net estate gives estate tax used to represent both 
state and U. S. Estate Tax. 


depending upon which alternative is em- 
ployed. It is clear, then, that the liquidation 
problem in this fairly typical case, is merely 
transferred from “Y’s” estate to that of his 
wife. A liquidation problem existed before 
the enactment of the law and such a prob- 
lem still remains. 


INCOME FACTORS 


HE next factor to be considered in con- 

, oo with purchasing power is: 

Income taxes payable by the beneficiaries 

on the income from the estate. 
Aside from the increase in personal exemp- 
tions and a decrease in the rate of tax. 
there is little change in the impact of this 
factor because of the new law. 

The fourth factor is: 

Fixed Charges Against Income. 
These include mortgage interest, payments 
on the principal amount, taxes and mainten- 
ance costs on unproductive property. Obvi- 
ously, the new law has not eliminated this 
potentially adverse factor. 

Another factor which requires our con- 
sideration is: 

Fluctuating Income. 
This involves determining the dependability 
of income. In the illustrative case, the 
saving of approximately $56,000 at the 
death of “Y” merely eliminates the neces- 
sity of selling the corporation stock at his 
death in order to pay the costs of transfer. 
Since the corporation stock would be the 
major source of income both before and 
after the enactment of the new law, the 
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problem of management and the relation 
of the business to cyclical changes are un- 
changed. It is still necessary to decide 
whether the stock should be retained, and, 
if so, it is still necessary to protect the 
beneficiaries against a lack of income con- 
tinuity or the failure of the company. If, 
on the other hand, the stock should be sold 
at death, a sales agreement must be funded 
and a trustee named. 

Similarily, the factor of 

“Failure of Assets” 
is not affected by the new statute. In this 
illustrative case, as in many actual ones, 
the chief source of purchasing power is the 
business. The new law has not provided an 
answer to the problem of its management 
or its adjustment to industrial trends. If 
this factor was significant before its enact- 
ment, it still is. 

Since the purchasing power of an estate 
depends upon the income therefrom, and 
since the ability of property to produce 
such income depends upon management, it 
is apparent that in this illustrative case 
competent management is necessary regard- 
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less of whether or not the marital deduction 
is utilized. It has merely been made neces- 
sary for the corporate fiduciary to sell its 
primary product, i.e. management, in the 
development of new business, instead of 
basing the solicitation on the saving of a 
second set of taxes incident to the creation 
of a trust. 


IMPROPERLY ARRANGED LIFE INSURANCE 


HE 1948 Act has not lessened the im- 
"Woman of coordinating the life insur- 
ance with the post-probate estate. With 
the exception of a reduction in the cash 
requirements, if and when it seems best to 
utilize the deduction, the same problems 
will exist in the future that have in the 
past, because the problem of transferring 
estate purchasing power, stems in the main, 
from the characteristics of the assets. There 
is the same need for Personal, Key Man and 
Business insurance of one form or another. 

From the above, it is obvious that the 
new Revenue Law has in no way eliminated 
the majority of the problems incident to 
the transfer of estate purchasing power. 
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The life insurance underwriter or the trust 
officer who employs estate analysis as an 
integral part of his new business develop- 
ment will find little or no diminution in the 
opportunities for rendering a service that 
is profitable not only to the estate owner 
but to himself. On the other hand, it has 
placed on him a heavier responsibility and 
has put a higher premium on the exercise 
of good judgment in his capacity as advisor. 

While this burden of responsibility falls 
on all of those whom the estate owner con- 
sults, that which the underwriter must 
carry is, perhaps, the heaviest. In order to 
determine the effect of the U. S. estate tax 
on new life insurance, the purchase of 
which is under contemplation, he must 
know the amount of tax payable on the 
estate before the purchase as well as the 
amount attributable to such new insurance. 
This requires: 

(1) A determination of the assets 
which are eligible for the marital deduc- 
tion. 

(2) A determination as to the manner 
of passing of otherwise eligible assets. 


* 





“Notable contribution to field of sur- 

vivor purchase and business insur- 

ance agreements; an invaluable hand- 

book for lawyers, trust officers, under- 
_writers and accountants” 

—says Basil S. Collins, vice presi- 
dent, Old Colony Trust Co., in 
his foreword to the book of this 
title by George J. Laikin. 


Chapter headings: Basic Considera- 
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(3) A determination of the amount 
actually deductible after the effect of 
U. S. estate and State taxes on the net 
value of the aggregate of eligible inter- 
ests passing to the spouse has been taken 
into account. If, for example, only 50% 
of the adjusted gross estate passes to 
the spouse, the deductible amount will be 
less than 50% because of the effect of 
the U. S. estate and State taxes. (See 
the illustrative case). 

(4) A determination of the most ef fi- 
caceous application of the new life in- 
surance and the manner of its distribu- 
tion in the light of the findings under 
the foregoing steps, in conformance with 
the provisions of the 1948 Act and con- 
sistent with the requirements of the 
estate or its beneficiaries. 


The determination of the eligibility of 
assets for the marital deduction as to their 
nature or as to the manner of passing in- 
volves an examination of their status under 
the law and an analysis of the will and/or 
trusts. This places an even heavier respon- 
sibility on any non-member of the Bar to 
work closely with the attorney for the 
estate owner and at the same time lays on 
the attorney an obligation to his client to 
collaborate closely with the underwriter. 

Obsessed by a desire to save taxes, many 
estate owners will be impelled to revise 
drastically their wills or the beneficiary 
agreements of life insurance policies with- 
out giving adequate consideration to the 
effect of such changes upon the utility of 
their estates and life insurance in the hands 
of their spouses and/or their children. To 
counsel the estate owner to “stop, look 
and listen” and to measure the price that 
must be paid for tax savings, in terms of 
utility, is the most outstanding service that 
the estate analyst can render. 





PERIODIC COMMON TRUST FUND VALUATIONS of 
Series “G’” United States Savings Bonds may 
be made either at par or redemption value, ac- 
cording to a recent interpretation of the Fed- 
eral Reserve Board Regulation F by the 
Board’s Law Department. Although redemption 
value was in an earlier statement declared 
to be the most appropriate basis, the Board 
now asserts that the par value may be used 
provided it is consistent with the terms of the 
written plan and. with. applicable State law. 
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PROFITS and THE CONSUMER 


NATIONAL election year is always a 
/A~ dangerous one for economic sanity, and 
delusions can be more harmful this year 
than ever because of the dual pressures for 
price reduction and another round of wage 
increases. Blithe Henry Wallace has led the 
moon-gazing parade with the most inane 
platform of all: 
1. A substantial wage increase for every- 
one. 
2. Effective 
prices. 


controls for rolling back 

It could be done, temporarily—at the ex- 
pense of bankruptcy for the whole system 
of individual enterprise, with the Super- 
State taking all the income, not just the 
majority of profits, from industry. Few 
Americans are willing to pay that price; but 
may fall into the trap if the bankers, busi- 
nessmen and professional leaders in every 
community fail to set the facts before them. 

For instance, one great railroad polled 
its employees and found that they believed 
the company made from 5% to 50% profits 
on invested capital, the average guess being 
10%. Actions and attitudes on that basis 
would obviously be different from the atti- 
tude, and probably action, based on belief 
of the actual facts: that only in three of 
the past 34 years have the net earnings 
been as much as 5%, and in six. of the 
years less than 2%. 

Bank and trust executives, no less than 
industrialists, have a patriotic duty, as well 
as the most basic business necessity, to do 
all they can in their own communities to 
correct economic illiteracy and delusions. 


The mixture of high prices and high 
profits is an explosive one. It is human na- 
ture to ask: Why can’t corporations reduce 


prices when they are making so much 
money? 

Price reduction, as initiated by General 
Electric Company, would be a healthy thing 
in the long run, forestalling further wage- 
price spiralling and giving consideration 
and comfort to the only legitimate dictator 
—the Consumer. But that is the smallest 
part of the answer. Profit figures are illu- 
sory. The Department of Commerce has 


estimated that six of the 29 billion dollars 
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of corporate “profit” (before taxes) actu- 
ally represent the increased cost of replac- 
ing inventories. After taxes (which indi- 
viduals will have to pay if corporations 
don’t) the profit of all American corpora- 
tions for 1947 is estimated at $17 billion 
dollars—or about five and a half cents on 
the sales dollar. 


HAT doesn’t allow much reduction in 
‘ha even if all profits were wiped 
out. To take a specific example, let us look 
at prices and profits in meat-packing, since 
that is an integrated operation and involves 
the food element which is the largest single 
factor in the average family budget, about 
one-third of all expenses.) Here are the 
facts for the largest processor of meat, 
Armour & Co. 

The efficiency of this industry ‘ig pro- 
verbial as saving everything but the squeal. 
Apparently they now have to save the squeal 
too. In the year 1947 Armour sold nearly 
two billion dollars worth of meat products 
and by-products, and had earnings of one 
and a half cents on each dollar. At that 
rate, if all profits were cut out, the house- 
wife could buy 66c worth of meat for 65c. 
The profit per pound of meat sold by Ar- 
mour decreased 25% in 1947: from %4c to 
1/5¢ a pound. 

Nor is this unusual to 1947. In its re- 
search bulletin of June 1939, Swift & Co. 
showed that if all its profits were elimin- 
ated, the consumer would save only 5c on 
$5. In 1947 also Swift made lic per dollar 
of sales. 

Obviously, profits are not the cause of 
high prices nor the source of price reduc- 
tions in meat. And the same is generally 
true of food and of most other products of 
American corporations. The simple reason 
for the increased dollars of profit is that 
more sales and more products are being 
made, at less profit per sales dollar or per 
pound. 

There is not much room for price cuts 
at the expense of investors or corporations. 
But they have been made the scapegoats for 
political reasons, and will continue to be 
unless the trustees of our business system 
set forth the facts. 














ELGIN WATCH TOWER 


O keep its employees fully informed on 
i sinigune policies and plans affecting 
their jobs and welfare, Elgin National 
Watch Company, Elgin, IIl., is staging a con- 
tinuing series of forums at which employees 
discuss, with top management officials, the 
particular phases of the company’s opera- 
tions in which they are interested. The pro- 
gram was started in January of 1947 under 
the direction of the president, T. Albert 
Potter, and operated under the supervision 
of M. J. Hill, Personnel Director. 


Commenting on the reasons for the pro- 
gram, Mr. Hill states; “For a long time we 
were aware of the little knowledge em- 
ployees had on basic industrial economics 
which was either offered to them by labor 
unions or what they may have picked up 
at the corner bar. Labor unions in general 
—not true of our own unions here, however, 
misconstrue the facts and add fuel to the 
employees’ ire. School authorities in our 
locality were contacted in an effort to have 
them review their teaching practices in 
economics, suggesting that they become 
more realistic in their approach to this tre- 
mendously important subject which is caus- 
ing such world-wide chaos. We have finally 
taken the stand that it is another responsi- 
bility that industry must bear if workers 
are to receive an adequate concept of simple 
economics. 

“We had long felt that the company’s 
greatest boosters were its own employees; 
yet, in ‘summarizing a report on lengths of 
service, we seriously questioned their real 
knowledge about the company’s various op- 
erations. We wondered if they could ade- 
quately reply to general questions asked by 
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ECONOMICS FOR EMPLOYEES 


Company’s Unique Program Discusses 


Problems of Management with Employees 
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their friends and even their families, about 
what was going on at the watch factory. 


“Frankly we were forced to admit that 
we had not given them enough assistance 
along these lines. Certainly an organiza- 
tion of more than 2800 employees in the 
main plant, with 1821 having five or more 
years of service, and 947 with 15 to 40 
years, was entitled to know the makeup and 
general fundamentals of their company! 
We wanted our people to be in a position 
to spike unfounded rumors on the basis 
of first hand information from top manage- 
ment.” 


UNION COOPERATION 


HE program and mechanics of the 
forums were set up with the cooperation 
of the unions. Topics to be presented were 
brought up at union meetings and members 
were encouraged to ask questions to be 
submitted for discussion at the forums. A 
list of employee representatives scheduled 
to attend each meeting is posted on com- 
pany bulletin boards well in advance. 
Speakers scheduled to appear at the for- 
ums are given adequate notice to prepare 
charts, slide films, etc., and are instructed 
to answer any and all questions no matter 
how embarassing they may seem. This is 
a positive requirement since the failure of 
any speaker to answer one question at a 
‘no-holds-barred’ session would irreparably 
damage the prestige of the entire effort. 
Typical of the frank attitude was the ses- 
sion at which President Potter was called 
on to explain why he was worth the salary 
he was making. 
To reflect employee interests and senti- 
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ments as a guide to the speaker on subject 
matter and topical emphasis, a preliminary 
meeting is held with 15 representatives of 
employee groups and 9 members of man- 
agement on the supervisory level present. 
This group discusses the general field to be 
covered by the speaker and forwards its 
recommendations to him. 

At the main forum, 27 employees selected 
from different departments by their shop 
stewards and supervisors hear the formal 
presentation by a member of top manage- 
ment. A different group is chosen from each 
department to attend the various forums. 
Following is the question and answer period. 

Minutes of the meetings, held on com- 
pany time, are taken by volunteers and an 
exact transcript taken by a company sten- 
ographer. Later, these volunteers discuss 
their draft with the speaker and it is 
checked for competitive trade information 
before being published. A copy of the report 
is sent to all employees, pensioners, and 
directors. At the request of the employees, 
a full report is now published in the house 
organ ‘The Watch Word.’ 


RESULTS CHECKED 
7. check the readership of these reports, 


a secret ballot was distributed to em- 
ployees. More than 90% read the reports, 
86% of those reading them found them 
worthwhile, and 70% wanted them run in 
the house organ to be clipped for further 
reference. Comments contained in the bal- 
lots were exceptionally good. 

Among the most popular meetings were 
those explaining the company’s sales pro- 
gram and advertising efforts. The com- 


pany’s ad manager outlined the history of 
Elgin advertising and the contributions of 
American advertising itself; how it has 
created jobs, raised the standard of living 
and reduced the cost of goods. Howard D. 
Schaeffer, vice-president in charge of sales, 
took one group on a tour of Chicago jewel- 
ers where they asked searching questions 
about product performance, competitive 
products and point-of-purchase sales. 


The method of getting employees to select 
their own questions for discussion was par- 
ticularly useful in the sessions on financial 
and economic developments, conducted by 
secretary-treasurer John Biggins. Describ- 
ing the function of capital in providing the 
finest production equipment and research, 
Mr. Biggins personalized the 3,500 stock- 
holders by noting that more than half 
owned less than 100 shares each for an av- 
erage of 35 shares, that one-third of them 
lived in Elgin and that about 350 were em- 
ployees of the company, remarking: ' 

“Did you know that more than 3,124 
shareholders, or nearly 90%, represent 
people of moderate means who have in- 
vested in our company savings accumula- 
ted out of their salary or wage earnings, 
perhaps at a rate as low as $1.00 per 
week ?” 

Explaining the figures and meanings of 
the financial reports, he also compared the 
tax payments with those to dividends and 
employees, and listed the $10,000,000 annual 
payments for employee benefits other than 
wages. Here again the value of subsequent 
printed reports, for reference use, proved 
valuable. 


Part of the group attendingian Elgin Information Program addressed by 
John M. Biggins, secretary-treasurer, 
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In addition to the company’s own top 
officers, outside speakers such as Dr. Alfred 
Haacke, internationally known economist 
and lecturer, addressed the forums. Dr. 
Haacke spoke on the basic fundamentals of 
industrial economics, and so impressed the 
employees that they asked to have him speak 
before the entire factory personnel. 


Typical of Dr. Haacke’s approach to the 
problem of explaining an entire economic 
system were his remarks on who the work- 
ers’ real boss was: 


“Through the exchange of our work for 
each other it has been made possible by 
taking the savings, or profits, and buying 
or making tools. Profit has produced the 
tools that increase the productivity. We 
must pay for the use of tools just as we 
must pay wages for labor. And what hap- 
pens when profit is destroyed? It means 
there is no more money for tools. Tools are 
not replaced and jobs go out of existence. 
And then the standard of living goes down 
and there is unemployment. 

“Your real boss isn’t Elgin National 
Watch Company. That is the management 
that presently goes out and makes contacts 
and buys the parts that go into the watch. 
Some of you keep books and whatever 
else is necessary in the turning out of 
watches. But you are working for the 
people who buy the watches. They are your 
bosses, and when they stop buying watches 
you quit making watches! We all live by 
taking in each other’s washing. We are 
interdependent.” 


Mr. Hill stresses the point that the “fail- 
ure of management to keep its employees 
currently informed invariably results in 
suspicion and fear and, eventually, untrue 
community propaganda. This situation de- 
velops into bad community relations which 
takes years of hard work to correct. Both 
employer and employee must keep their 
fingers on the pulse of activities concerning 
their mutual welfare.” 


BENEFICIAL RESULTS 


N analysis of the forum technique at 
Elgin reveals a number of beneficial 
points in this low cost operation—$1.40 per 
employee for the entire series of twelve 
discussions: 
1. Wholehearted personal participation 
is given by top management 


2. The ability of the personnel depart- 
ment to function effectively on behalf of 
the employees was demonstrated 


3. Employees themselves build the forum 
programs in cooperation with management 


4. In the course of a year, some 350 em- 
ployees had first hand contact with man- 
agement thinking and the responsibility of 
reporting back to their fellow workers 


5. The meetings were conducted on a 
basis that avoided criticisms of paternalism 
or propaganda 


6. A sound background of information 
that the employees themselves had requested 
was accumulated and passed on 


7. Management learned that employees 
cannot pick up adequate information about 
their company in the confines of their own 
working areas 


8. Both employer and employees soon 
recognized that they were working on the 
same team, toward common goals 


9. Employees were assisted in evalua- 
ting their jobs in relation to job security 
and job loyalty. 


There are many other examples of em- 
ployer-employee cooperation but Elgin is 
handling its information program with un- 
derstanding and finesse, achieving real two- 
way communication and specific results. 
Such forum technique should prove helpful 
to other companies seeking methods that 
will provide employees with confidence- 
building information and overcome danger- 
ous delusions. 
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PUBLIC RELATIONS: ATTITUDE and PRACTICE 


66 HE best public relations involves 

5 youl change in the business itself and 
its attitudes toward others, both in and 
out of the organization, rather than the 
publicizing of some phase of the business,” 
stated Allen Crawford, vice-president of 
the Bankers Trust Company of Detroit and 
vice-president of the Financial Public Re- 
lations Association, in a recent address be- 
fore a Public Relations meeting of the 
Connecticut State Bankers Association in 
New Haven. 


Stressing the point that the term public 
relations is bandied about so frequently 
and glibly that one begins to suspect that 
it receives more lip service than actual 
thoughtful practice, Mr. Crawford said that 
“this is due to the fact there are as many 
definitions of public relations as there are 
individuals interested in it ranging all the 
way from the waggish statement that it is 
‘press agentry in white tie and _ tails,’ 
through lengthy, effusive dissertations to 
the simple, homespun declaration that ‘it 
means nothing more than to have your 
neighbors like you.’ Even those who openly 
ridicule the subject have a definition for it, 
‘_big business talking to itself’ is the way 
they view it.” 


To illustrate his point, he cited the 
example of a firm who had the finest of 
goodwill advertising professionally pre- 
pared, but had one employee whose con- 
tacts with the public left a bad taste in 
their mouths. No amount of good publicity 
can correct anything so basic, not even 
the efforts of the firm’s cashier who had 
a knack for extracting payments from 
the most tight-fisted customer, leaving him 
with the impression that paying up was a 
pleasure. 


LITTLE THINGS IMPORTANT 


66 OOD public relations is revealed in 
the little things, which standing by 
themselves seem inconsequential. It is ever 


and always and sincerely, simple good 
manners, in print or in person. It should 
spring from gentlemanly instinct, and must 
be adopted and practised as cold, hard busi- 
ness sense. There is no finer compliment, no 
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surer asset for the future, no sweeter music 
to the ear, than the voluntary remark: 
‘They’re nice people to do business with.’ ” 


In the speaker’s opinion, the keystone of 
a good public relations program is good 
employee relations. “Employees should have 
a feeling of being on the team. This is 
more than merely being on the payroll, 
although a sound wage, security and in- 
centive program is a prerequisite to effici- 
ency inside and efficacy outside. There 
should be good working conditions, a sense 
of team-work, opportunity for advance- 
ment, elimination of office politics and a 
feeling of pride in their work. There should, 
and can be, a lessening of the sharp dis- 
tinction between the officer group and the 
non-officer group, without any sacrifice of 
dignity or respect.” 


MATTERS OF MYSTERY 


R. CRAWFORD pointed out the im- 

portance of stockholders as well as 
customers and the press in a public rela- 
tions program: 


“Banking practices and especially trust 
services are matters of common mystery, 
but so also are the “‘tools” of finance: Capi- 
tal, Profits, Economic Policy and similar 
phrases. Surveys by industry reveal many 
harmful and widespread delusions about 
these tools, and have also disclosed civic 
interests and dislikes which should not 
be ignored nor dismissed in any proposed 
public relations program. 


“The particular affinity of banking with 
commerce and industry, and of trusteeship 
with attorneys, life underwriters and ac- 
countants should also be considered in de- 
veloping a public relations program. The 
formation of and active participation in 
Life Insurance and Trust Councils, the 
sponsoring of open houses, special educa- 
tional forums, lecture series, and the es- 
tablishment of Speakers’ Bureaus with 
capable talent available to help the harassed 
program chairman of a club or society, are 
excellent mediums to employ in furthering 
good public relations with such specialized 
groups.” 
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GEARING to PUBLIC SERVICE 


Public Relations Jobs Cited by Insurance Management 


FFICIAL recognition, by top insur- 
QO) ance management, of public relations 
as a major function in the life insurance 
business was the theme of the recent public 
relations forum held in New York under 
joint sponsorship of the Life Insurance Ad- 
vertising Association and the Institute of 
Life Insurance. This is the first conference 
devoted to the subject, planned to give spe- 
cific information and examples to those who 
have responsibility for administering rela- 
tions programs. 

Experienced speakers from the insurance 
field were augmented by top men from 
other organizations active in public rela- 
tions work. Subject material discussed in- 
cluded methods for determining public atti- 
tudes, preferences and needs, the first step 
in any public relations effort; adjusting 
company operations to the public interest; 
how employees can build and maintain good 
public relations; what is now being done 
to build better understanding and a friendly 
attitude on the part of the public; and how 
to organize a public relations staff. Much 
of the material discussed was also applic- 
able to banks since both institutions pri- 
marily sell service geared to human needs. 


PUBLIC RELATIONS IN A BANK 


HE operation and organization of the 
j pets relations department in a bank 
was described by Robert W. Sparks, vice- 
president and treasurer of the Bowery Sav- 
ings Bank of New York, who stated: “Bank 
public relations starts with the recognition 
that public relations and personnel relations 
are interdependent. The person in charge 
of public relations has two major assistants, 
one the personnel director and the other, 
the promotion manager. The head of the 
department attends all board meetings, all 
meetings of the executive committee and is 
a member of every other standing commit- 
tee of the bank. 

“As part of our personnel program, we 
have an employees’ cooperative committee 
which acts as liaison between the employees 
and the management. “From these meetings 
we discovered that our employees were wor- 
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ried, that we were at the birth of an atti- 
tude of frustration among the very people 
who handle our public. The public relations 
department was on the inside of the problem 
and was in a position to point out the pos- 
sible costliness of such a condition. We were 
feeling the bite from the employees, but it 
was nothing compared to what a bite from 
the public might feel like. 


“There is so much evidence for a public 
relations department as a positive and an 
integral part of a business dependent upon 
public good will that it is astounding to find 
some that still look upon it as a by-product. 
If the public does not support a bank or an 
insurance company it withers.” 


Tor MANAGEMENT COOPERATION 


‘ 

MPHASIZING the need of a proper 
Hyjchain of command in the execution of 
a sound program, Robert P. Kelsey, second 
vice-president of the John Hancock Mutual 
Life Insurance Company, pointed out that 
“if the top officer of your company is not 
fully cognizant of the need for public rela- 
tions and is not willing to give corporate 
authority to the person in charge, your ac- 
complishment is of necessity limited and in 
my opinion is doomed to failure. Official 
recognition by top management is the key- 
stone to cooperation by the rest of the or- 
ganization.” 


Clark Belden, executive secretary of the 
New Engiand Gas Association, warned of a 
growing trend in the country toward great- 
er public demand “that we have more of the 
cooperative approach and less of the pure 
autocratic approach in the business struc- 
ture.” He cautioned that “From the stand- 
point of top company executives, adjusting 
to public relations processes and to public 
interest considerations is neither an easy 
nor natural step, because such executives 
who follow this road will find that their 
authority has been limited in a variety of 
ways. It will also mean the expenditure of 
time, thought and money. Top executives 
will often be confronted with what might 
be termed ‘personnel nuisance’, in that 
many hunches and snap judgments in mak- 
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ing decisions of the past will no longer be 
in order.” 


EMPLOYEE RELATIONS 


HE factor of the greatest basic import- 
2 pwol in building good public opinion 
through sound employee relations is the 
attitude of top management itself in the 
opinion of Frederick Rudge, public rela- 
tions counselor. “Management does not yet 
recognize, that creating greater work satis- 
factions and deeper understanding and 
confidence between company and employee 
will not only bring in the immediate, tangi- 
ble benefits which result from employee co- 
operation, but in addition will be the one 
and only way of selling American business 
to the American people. Opinion of business, 
rather than being formed by national cam- 
paigns, is instead based on what each in- 
dividual thinks of the company for which 
he works.” 

Among the techniques Mr. Rudge recom- 
mended for winning employee understand- 
ing and approval of business were: (1) at- 
titude research to discover what employees 
think, know, don’t know, want, need and 
expect: (2) policies designed in the light 
of such research to create reasonable and 
desirable work satisfactions; (3) frequent 
and continuing two-way channels of com- 
munication through which management suc- 
ceeds in getting its messages across to its 
employees and through which the company 
is kept continually informed concerning em- 
ployee attitudes. 


SETTING Up A PROGRAM 


N the keynote address, Edwin C. Craig, 
president of the National Life & Acci- 
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dent Co., Nashville Tenn., described the 
three necessary steps an individual company 
can take in setting up a public relations 
program. The first requirement listed was 
the formation of a general philosophy. He 
stressed that this should be a joint effort 
shared by top management and the director 
of public relations. The objectives should 
be clean-cut and decisive, and standards 
must be set high. The scope and extent 
of public service to be rendered must be 
defined: to what degree is the emphasis to 
be in the realm of performance and to what 
degree in telling the story of performance? 


The second step is to determine tech- 
niques to translate the basic philosophy into 
action. For example considering how and 
when contact will be made with important 
customers, how to carry to customers cost 
changes, interest rate changes, and new 
changes and limitations forced by circum- 
stance. “The final step in developing public 
relations is the integration of the philo- 
sophy and the techniques. You must imprint 
the general philosophy of your program on 
the mind of every person associated with 
your company and view routine activities 
within the company in the light of its public 
interest and consequences. 


“The effectiveness of public relations is 
not entirely measured by the money spent 
but by the intensity of purpose which you 
adopt. An outstanding job and striking re- 
sults can be obtained even without organi- 
zation or budget provided everyone from 
top to bottom is imbued with the philosophy 
of the program and is given the cue as to 
what to do and when to do it.” 


Now settling Estates of 
satisfied beneficiaries of the 
third generation. 
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Member Federal Reserve System 
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EQUITY INVESTMENT and CAPITAL DEARTH 


equity or “risk” investment, caused by 
the political and labor pressures antagonis- 
tic to compensatory profits, and the almost 
confiscatory double taxation of those that 
do get through to the stockholder, is caus- 
ing an unusual degree of concern to both 
corporate issuers and institutional invest- 


ors. 


{oe severely contracted market for 


The abnormally low yields of good bonds 
in a period of cheap dollars and of large 
supplies of savings looking for “security,” 
has stimulated the interest of institutional 
investors in wider fields for their funds, 
with the large growth in assets placed under 
management of life insurance, investment 
and trust companies, the disparity between 
stock and bond yields has tended to be 
further widened, artificial premiums appear 
to have been placed on debt obligations, by 
dint of government deficit financing and 
legal requirements, even though the record 
of many stocks is better than that of many 
“qualified” bonds. 


The trend to supplanting the rigid “legal 
lists” of trust investment with the “pru- 
dent man rule” and the liberalizing of some 
savings bank investment regulations are 
symptomatic of these conditions and of the 
decline in the dollar’s purchasing power. 


The life insurance field is also becoming 
affected, feeling the increasing difficulty of 
maintaining rates attractive to savings. 


In his recent address before the chartered 
life underwriters, Mr. George Harrison, 
president of New York Life Insurance 
Company, urges consideration of legal re- 
visions and company policies to include 
equities. In his discussion, reported in this 
issue, he remarks their responsibility to 
review impediments to the legitimate needs 
of industry for capital funds. 


His analysis both raises and suggests 
some answers to basic problems affecting 
the entire financial structure. Equity in- 
vestment of life insurance funds would, of 
course, require changes in valuation laws 
also, but this was done in the early thirties 
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for bonds whose market valuation would 
have spelled insolvency for many. To meet 
the fluctuations in principal values and in- 
come irregularities, Mr. Harrison suggests 
the. possibility of reserves from higher 
vields. 


To preclude dangers from liquidation of 
huge blocks of securities or from domina- 
ting influence in a corporation’s affairs, 
percentage limitations are suggested. 


It may well be in point here to question 
whether the thin markets of recent years 
might be improved by wider institutional 
participation. The entry of more institu- 
tional money could be a stabilizing factor, 
since conservative and informed policy, 
based on long-range considerations, would 
lessen the extreme movements. Also,* a 
point is made, in the Journal of Commerce 
discussions, that the alternative choice .of 
stocks might serve to withdraw support 
from bonds considered too high priced. 


There are, however, certain basic issues 
to be settled first. To what extent should a 
contract to pay in dollars be dependent 
on equity values and yields? Trust depart- 
ments, especially with the advent of the 
common trust fund and “prudent man rule” 
are better designed to consider purchasing 
power needs. Whether anything less speci- 
fic than fixed obligation investment should 
underlie guaranteed insurance commitments 
is a fundamental question. 


Furthermore, if the premise is correct 
that corporations are in need of equity 
cushions against conditions that would im- 
peril bond-paying ability, those equities 
would hardly be suitable fiduciary invest- 
ments. The problem of an adequate wage to 
induce saving investment in equities goes 
deep into economic conditions and political 
attitudes, and particularly into the public’s 
opinion about capital and profits. The sound- 
ness of that opinion is the all-important re- 
sponsibility of fiduciaries—on it depends 
the decision as to whether we travel the 
road of personal enterprise or government 
dictum. 





EQUITY INVESTMENT for INSURANCE FUNDS 


Reappraisal of Role of Common Stocks in Corporate 


and Financial Management 


GEORGE L. HARRISON 
President, New York Life Insurance Company 


IFE insurance management has a great 
i cacktte. not only as to increas- 
ing the volume of the flow of savings, but 
also in directing it into the channels where 
it is most needed. Savings are fundamental 
to our free enterprise system, and if we 
hope to move ahead economically and on an 
even keel, the volume of equity financing 
must keep pace with the creation of debt. 
If it is not keeping pace, as some authori- 
ties argue, it might be well for us to ex- 
plore this field more thoroughly, and to ask 
ourselves what, if anything, we can do 
about it. 


Last year the aggregate savings accumu- 
lating in the hands of life insurance com- 
panies (excess of aggregate cash income 
over aggregate cash _ disbursements) 
amounted to about $3,300,000,000. This 
compared with about $1,000,000,000 growth 
in savings bank deposits, about $1,200,000,- 
000 growth of deposits in savings and loan 
associations, and about $1,400,000,000 
growth .of time deposits in commercial 
banks. 


Individuals, corporations and Govern- 
ments owing money on the mortgages, 
bonds or notes held by life insurance com- 
panies, also turn over some of their savings 
through redemption of their own debt to 
us. It has been estimated that during 1948 
the life insurance companies will receive 
something like $1,000,000,000 from mort- 
gagors in amortization or repayment, $200,- 
000,000 from corporations in repayment of 
bonded indebtedness and something like 
$100,000,000 from the Federal Government 
in paying off maturing debt. 


NEW CAPITAL SHORTAGE 


HERE is evidence of more demand for 
money for the creation of new capital 
than there is money being made available 


From address to New York Chapter, American Society 
of Chartered Life Underwriters, April 16th. 
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for that purpose by the accrual of savings. 
I for one, believe this country is greatly 
under-mechanized and under-capitalized, in 
and around the home, the office, in the 
mines, factories, and transportation and 
distributive systems, and within the realm 
of Government for such things as roads, 
bridges, schools, libraries, hospitals, play 
grounds and parks. 

I have every belief that, if the innate 
optimism and natural desires of. our people 
are not unnecessarily hampered or dis- 
couraged by the confusion and uncertainty 
of Governmental direction and _ action, 
there will continue for a long time to be 
ample opportunity for putting to work all 
the savings that accrue. Thoughtful people 
everywhere, in business and in Government, 
are concerned with the serious maladjust- 
ments that may arise if savers and users 
are not properly brought together. Specific- 
ally, is the flow of savings being unduly im- 
peded ? 


MoRE FUNDS TO DEBT OBLIGATIONS 


IFE insurance companies have made 
T eubstantiat purchases of railroad securi- 
ties, mortgage loans, Government securities 
for the financing of wars, and, more recent- 
ly, public utility and industrial securities. 
However, the supplying of these funds has 
been almost exclusively through the crea- 
tion of debt. Federal and State income tax 
laws have made it difficult for persons 
with substantial incomes to save as large 
a proportion of their incomes as formerly. 
Thus, much of the savings accumulated by 
these individuals that historically may 
have flowed into risk capital is now flowing 
into the hands of the tax collector. It is 
unavailable to corporate users. 
Furthermore, many individuals have be- 
come more hesitant to do their own invest- 
ing in corporate securities, both bonds and 
especially stocks. In addition, an increas- 
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ing number of individuals are having much 
of their saving done for them through the 
operation of pension systems. 


At this point we strike a serious impedi- 
ment to the flow of funds into equity in- 
vestments. In New York State, for instance, 
the purchase of common stocks by life in- 
surance companies is prohibited, and in 
some other states where it is authorized 
there are substantial restrictions. It is 
estimated that the total amount of life in- 
surance company investments in common 
stocks is about $250,000,000, a small per- 
centage of the $50 odd billion of life insur- 
ance company assets. 


ToP-HEAVY CORPORATE FINANCE 


ANY corporations are finding them- 
Meeives becoming burdened with what 
is probably a disproportionately large vol- 
ume of debt. Some very well operated pub- 
lic utility companies are being pressed to 
issue such a large volume of dollar obliga- 
tions to finance their necessary expansion 
of facilities as to encounter difficulties in 
qualifying under their own mortgage in- 


dentures. In many cases State Public Utili- 
ty companies to expand their plants and 
equipment to meet the rising needs of their 
communities at a time when utility debt 
is already high in relation to asset values. 


But there is a limit to the amount of 
debt which can be supported by any com- 
pany. If there cannot be adequate equity 
financing along with the issuance of debt, 
the new debt may represent a contract diffi- 
cult of fulfillment in times of business de- 
pression, and become hazardous. 


RESTRICTED FIELDS FOR INSURANCE FUNDS 


ECAUSE of the need in our economy 

for more equity financing, and because 
selected equities may very often measure 
up to the conservative standards required 
by life insurance companies, it is quite 
understandable why the investment mana- 
gers of some life insurance companies are 
beginning to look with greater favor upon 
equities. We may well be open to grave 
criticism if we do not at least consider the 
problem with all earnestness, for the suc- 
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cessful operation of the free enterprise sys- 
tem may in part depend upon it. 

The total volume of preferred stocks 
which might be purchased by life insur- 
ance companies is distinctly limited and at 
present there seems to be a hesitancy on 
the part of many corporations to use this 
type of security to meet their capital needs. 
Only during the last few years has legisla- 
tion been sufficiently broad and applicable 
to enough states to enable life insurance 
companies in general to make a substantial 
contribution to the solution of our housing 


problem. But this type of investment out- 


let has important limitations. It takes a 
considerable period of time to plan and 
erect sizable amounts of rental housing, 
and present costs of construction are espe- 
cially discouraging. 

So we find that by far the most import- 
ant and the usual form of corporate equity 
financing is through common stocks. Such 
investments, within limitations, are now 
permitted for life insurance companies by 
some 30 states. Canadian life insurance 
companies are permitted to invest up to 
15% of assets in common stocks and in 
England there is no restriction on their 
purchase. 


PROBLEMS AND POSSIBLE SOLUTIONS 


HE instability of (stock) market prices, 

the ups and downs of life insurance 
company asset valuations and the resulting 
difficulty of apportionment of life insur- 
ance dividends emphasize very well the un- 
certainties in this kind of investment. How- 
ever, some loss of principal might be offset 
by setting up a reserve, over a period from 
the relatively high average yield offered 


INSTITUTIONAL BOND 
SHARES 
OF 
Group Securities, INC. 
Incorporated 1933 
For Prospectus, Write 
Your Investment Dealer, or 


Distributors Group, Incorporated 


63 Wall Street 
New York 5,N.Y. 


by common stocks. This same device might 
also be used to lessen the irregularity of 
income. The disadvantage of the volatility 
of asset values and the adverse effect upon 
a divisible surplus would have to have seri- 
ous study. The likelihood that the holding 
of common stocks will put the life insurance 
companies too much into the affairs of cor- 
porate management, while a possibility that 
must be very carefully considered, can 
probably be offset by certain limitations 
(such as already exist in many states) as 
to the amounts of any one common stock 
which can be held by a company. 

If there were no real and compelling 
reason for the purchase and holding of 
common stocks by life insurance companies, 
perhaps these arguments would be decisive. 
However, if there is a real impediment in 
the flow of savings into investment—and 
there is no conspicuous agreement about 
this—I believe it would be wise for the life 
insurance business to endeavor to see if 
there are any ways by which the disad- 
vantages or obstacles may be effectively 
safely overcome. 

The first step should be for the Life In- 
surance Investment Research Committee, 
which was created to direct its attention 
to just such questions, to make a major 
study of both the supply of savings and the 
demands for their use. We must be certain 
that we are not missing any possible op- 
portunity to make life insurance an even 
more dynamic force in our economy. 


B. C. Forbes, President of the Investors 
League, Inc., which represents stockholders’ 
interests, announces that William Jackman, 
formerly Executive Manager, has been made 
Vice President and General Manager. 
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GROWTH STOCKS for TRUST FUNDS 


EUGENE J. OVERMAN 
Asst. Vice President, The United States National Bank, Portland, Oregon 


the leading investment services, which 
among other things, attempt to prognosti- 
cate general stock market movements that 
are presumed to correspond roughly to the 
ups and downs of the general business cycle. 
In June, 1946 the eight services which are 
available to us were unanimous in the opin- 
ion that stock prices would go higher. With- 
in 90 days after such a prognostication, the 
stock market suffered its worst decline in a 
decade. 


Oine Trust Department subscribes to 


What then is a corporate trustee to do? 
He has two alternatives. The first is to 
attempt to forecast himself the major 
trends of the stock market. Since there are 
several million Americans attempting to do 
the same thing, the chances of success are 
not too great. The other alternative is to 
buy the type of stock which, even though 
the trustee’s deduction as to where we are 
in the business cycle is wrong, the results 
will not be too disasterous to the trust, or 
to the reputation of the trustee. 


An ideal stock investment would be one 
which has very little market fluctuation, 
and such changes that do occur would al- 
ways be upward. Such an issue, of course, 
does not exist. However, there are periods 
in the life of some corporations during 
which the price of its shares tends toward 
higher market levels with each upswing of 
the business cycle. 


Corporations themselves have a life cycle 
not materially different from that of an 
individual. A corporation has its inception, 
its infancy, its period of growth, and finally, 
maturity, with the eventually “hardening of 
the arteries.” In the latter periods of its 
existence the resale value of the shares 
tends to move within fairly well-defined 
limits to correspond roughly with the ebb 
and flow of business conditions. 


However, in the growth phase of the 
corporate cycle, earnings and prices tend to 
move generally higher over a period of 


This material appeared originally as part of an article 
in U. S. Banknotes, house organ of the author’s bank. 
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years. Each upswing of the business cycle 
brings higher earnings, very often larger 
dividends, and better prices for the stock 
itself. It is the latter type of common equity, 
commonly known as a growth stock, that we 
try to select for employment of that part 
of our trust portfolios allocated to the 
purchase of common shares. It is in the 
middle stages of growth where a trustee 
can best make his selection. 


Investors often confuse growth stocks 
with the so-called “romance” industries. At 
the present time plastics, electronics and 
air lines are among those activities in the 
glamour group. Commitments in the ro- 
mance field are usually not attractive for 
trust accounts, because the price of the 
stock is often quite high in relation to 
earnings and dividends. Growth situations 
are today found in such fields of activity as 
building, the petroleum industry, banking 
and the manufacture of paper, etc. 


ANALYSIS OF GROWTH STOCKS 


N analyzing a growth stock there are 
four general considerations to which we 
give careful attention: 


1. The management of the corporation 
must be aggressive. Management must be 
looking for new ideas, or new products. 
One very useful guide is the amount of 
money which a particular concern spends 
on research. 


2. Higher earnings must be clearly in 
prospect. It is not sufficient that the cor- 
poration may be just able to hold its own. 


3. The corporation itself must not be 
too large. For example, although there are 
several thousand telephone companies in 
the country today, the Bell system is the 
dominant corporation. Were it to absorb 


all the remaining telephone companies, 
which is quite unlikely, it would not greatly 
add to its earning power. 


4. The price should not be inflated. In 
other words, the level at which we make 
the commitments must be reasonable insofar 
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as yield is concerned, and also in relation 
to earnings. 


Statistically, there are also four items 
which we carefully follow. 


1. The trend of earnings per share ad- 
justed for capital changes must be definitely 
upward. 


2. Closely related to the above is that 
the net worth of the corporation shall show 
a definite favorable trend. In the growth 
phase of its existence corporations have 
need for earnings to plow back in the busi- 
ness, which is reflected in the higher book 
value for the shares. 


3. Sales must show an expanding trend. 
The converse is not necessarily true, that 
all corporations that show expanding sales 
are growth corporations. 


4. We carefully follow the trend of the 
margin of profit. A corporation in the 
growth phase of its existence will usually 
have better control over its operating costs 
than the same corporation will when it 
has fully matured. Thus, we give careful 
attention to the margin of profits in poor 
years such as 1932 and 1938. 


SIGNS OF MATURITY 


O corporation forever remains in the 
|, ee phase of its existence. Like 
human beings it grows old. Therefore, we 
must be constantly on the alert for signs 
of maturity. One of the first symptoms 
usually to appear is a change in the atti- 
tude of management. Careful reading of 
annual reports often offers a clue as to 
whether or not management is more inter- 
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ested in maintaining the status quo, or in 
further growth. 

Another sign of maturity is when the 
upward trend of net worth ceases. That 
condition occurs when the corporation be- 
gins distributing practically all of its earn- 
ings simply because it has no further use 
for additional capital. 

Finally, if the corporation begins to show 
that it is losing control over its operating 
expenses, we do not long delay in seeking 
other investments. 
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Social Meaning of Inheritance 


HE School of Law of New York Uni- 

versity in association with the Division of 
General Education offered to the public on 
April 5 and 7 its first annual conference on 
the Social Meaning of Legal Concepts. The 
Conference is designed to differentiate “law” 
into its basic concepts so that the social effect 
can be appraised. Dean Arthur T. Vanderbilt, 
Chief Justice of the New Jersey Supreme 
Court, indicated the initial success by remark- 
ing that in political circles this would have 
been known as a “mass meeting.” 


In his introduction to the series, Edmond 
N. Cahn, associate professor of law and mem- 
ber of the Planning Committee, outlined the 
three great prevailing systems of inheritance, 
namely the common law as it exists in New 
York, the civil law as in France and the soviet 
type as in Russia. The common law version 
is the one which permits the so-called “laughing 
heir,” the one who is very distant but entitled 
to inherit. In France there is community prop- 
erty and since the wife already owns one-half 
she precedes only the state in the devolution 
of property. However, no relative beyond the 
sixth degree can inherit. Then comes the 
widow if there is one; or the state if she is 
not alive. Under the soviet system there origin- 
ally was no inheritance; the state took all. 
But this has been mitigated by permitting in- 
heritance by a small circle which is limited 
to the wife, child or one economically de- 
pendent. 


From this concept arose unilateral inher- 
itance. Since the mother was the gardner and 
less mobile than the father, she had most of 
the tools and right to the use of land. Man 
was the hunter and fisherman. The maternal 
side of the family became the stronger then, 
and such property devolved to the daughter 
from the mother. 


ANTHROPOLOGY OF INHERITANCE 


HE first of the lectures was on the 

Anthropology of Inheritance by E. Adam- 
son Hoebel, associated professor of Sociology 
and Anthropology at the University. In the 
development of inheritance the property as an 
object was not so important as the web of 
social relationships which attach, called status. 
Fruit pickers, lowest of man, according to Mr. 
Hoebel, were interested only in the product 
picked and not the land from which it grew; 
therefore, there was no inheritable interest. If 
anything, land was community owned, un- 
affected by death. Men who learned to till the 
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soil developed an interest in the use of land 
and with that came the concept of inheritance 
of that use. The land continued to be com- 
munal as to ownership but use of a particular 
part was “owned” by a member of the klan 
and his consent was required for anyone else 
to use it. 


This theory of use was applied to the degree 
where inheritance of property which one al- 
ready had or could not use was forbidden. 
Hence a man could not inherit a woman’s 
goods nor a woman a man’s. And if a man had 
a boat he could not inherit another for he 
would not need it. 


Mr. Hoebel pointed out that even in those 
days there were legal fictions. A Chief’s prop- 
erty would pass through his daughter, who 
could not use it for it was man’s property, to 
his son-in-law in trust. Upon the birth of a 
son he would inherit, on the maternal side. 
Where there was no daughter the Chief would 
have the intended son-in-law marry the Chief’s 
leg as a symbol for the passage of the 
property. Then when the son-in-law married 
another and had a son this son would inherit. 
These means were necessary for more im- 
portant than the object itself were the incor- 
poreal properties like social position, magic 
and such. 


ECONOMICS OF INHERITANCE 


HE Economics of Inheritance was the sub- 

ject of the second lecture given by A. 
Anton Friedrich, professor of Economics at 
the University and member of the faculty at 
the Graduate School of Banking of the Amer- 
ican Bankers Association. Two schools of 
thought seem to exist from the economics 
viewpoint. One is interested in effective inher- 
itance for a distribution of wealth. Many in 
this field feel that each generation should start 
out equal and should not have the inherited 
advantages. Then the accumulations of each 
generation would be the work of that gener- 
ation. The second school, stated Mr. Friedrich, 
defends inheritance on the incentive basis. A 
man is more apt to work hard and accumulate 
property for the benefit of his children. He 
is not apt to spend his accumulations reck- 
lessly. 


Estate taxation has done much to reduce 
the standard of living and wealth differences 
but even more effective has been the income 
tax. The latter has taken a great part of the 
enjoyment and product of inherited property. 
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TRUST COST ACCOUNTING 


Application of Results to Fees and Accounts 


COLIN MAcLENNAN, C.P.A. 
R. G. Rankin & Co. 


COST survey should show in con- 

densed statement form the results from 
operations of the institution as a whole, al- 
located to major earning divisions, such 
as banking department, trust department 
and capital funds. The summary statement 
will show at a glance how the operating re- 
sults of the trust department tie in with 
the total amount carried to the undivided 
profits account for the period analyzed, pre- 
ferably a full fiscal year. 


The survey should reveal, in a second 
statement, the composition of the figure 
representing the net operating results of 
the department. This involves an allocation 
of trust department income and expenses 
to functional divisions which, in the inter- 
ests of condensation, may 
be summarized under four 
major groups: estates, per- 
sonal trusts, personal agen- 
cies and _ custodianships, 
and corporate trusts and 
agencies. It also involves a 
segregation of expenses by 
major classifications: sal- 
aries, expenses related to 
salaries (such as social se- 
curity taxes, insurance, 
etc.) office expenses, occu- 
pancy and equipment ex- 
pense, other expenses, and 
an equitable apportionment 
of general overhead, which 
will reveal the relative im- 
portance of the various ex- 
pense factors. To complete 
the picture, an allowance 
should be made on _ the 
statement for earnings on 
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cash funds, preferably in the total column, 
“below the line.” This second statement 
will enable Mr. Smith to appraise the eco- 
nomic effect of depositing funds awaiting 
investment or distribution in other institu- 
tions rather than in the banking depart- 
ment of his own company. It also will 
permit him to make a general appraisal of 
the adequacy of his present fee schedules. 


Mr. Smith our trust officer in a medium- 
sized institution, probably would like to 
know what portion of salaries and Other 
expenses represents allocations from other 
departments. He may have heard com- 
ments, perhaps by the real estate officer, 
on the amount of work that department is 
doing for the trust departnent. His wish 








ean be taken care of in a third statement. 


Mr. Smith still wants more information. 
A breakdown of costs by principal activity 
groups would enable him to determine, 
trust investment, managing and servicing 
real estate and trust notes, collections, vault 
transactions, bookkeeping, preparation of 
tax returns, formal and informal account- 
ings and so forth. 

‘From the foregoing information, aver- 
age unit costs may be developed to provide 
Mr. Smith with additional ammunition. 
He then will know, for example, how much 
it costs to place a mortgage loan on the 
books and how much it costs to collect 
each principal and interest installment. 
These unit costs, likewise, may be used to 
cost analyze individual accounts. 


COMPARISONS 


UR friend now has a fair idea of what 
Oi: going on in his department. He is 
not sure, however, whether the disclosures 
are altogether good or bad. He has no 
way of comparing them with prior figures 
because this is the first time a survey has 
been made of his department. The logical 
answer is a comparison with figures of 
other institutions in the same locality com- 
piled on a similar basis. Unless numerous 
banks participate in the group study, it is 
preferable to compare each bank’s figures 
with the average for the remaining partici- 
pants in the group study, rather than to 
reveal each participating bank’s figures 
even if coded. 

Comparative percentages, if properly ap- 
praised, supply a wealth of useful informa- 
tion. One of the principal difficulties in com- 
parative studiés, however, is that of ob- 
taining a common yardstick. Fees alone 
do not afford such a yardstick because of 
the wide variations in fee schedules among 
banks and the varying number of accounts 
which may be service free or at substand- 
ard rates. Comparisons in terms of per- 
centages of fees alone will not disclose 
whether it is the fees or the costs of the 
individual bank that are out of line with 
those of the others in the group. 

Likewise, comparisons in terms of total 
costs alone are deceptive. For example, the 
comparison may indicate that one bank is 
high in salary costs and low in occupancy 
expense in relation to total expense. That 
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does not necessarily mean the individual 
bank is inefficient in the utilization of man- 
power: it may mean that the occupancy 
expense is lower than the average, thereby 
making other costs appear higher in com- 
parison. 


Strange as it may seem, comparisons in 
terms of percentages of total expense will 
not reveal general efficiency or inefficiency 
because, while dollarwise all the components 
may be higher or lower than they should 
be, their relationship to the total may re- 
main unchanged. To illustrate: if salaries 
should represent, say, 60% of total ex- 
penses, and other costs the remaining 40%, 
these percentages will remain unchanged 
whether the individual institution’s salar- 
ies amounted to $60,000 and other expenses 
to $40,000, or to $120,000 and $80,000 re- 
spectively. 


In an effort to arrive at a common yard- 
stick, averages in terms of costs per $1,000 
of assets or per account may be used in 
some instances. Admittedly, costs vary de- 
pending upon size and composition of ac- 
eounts and other factors. However, where 
it may be found that the average size of 
accounts of each class does not vary ma- 
terially among banks participating in a 
particular group study, costs per $1,000 of 
assets provide an additional usable yard- 
stick. Here, another word of warning: av- 
erage costs per $1,000 of assets, or per 
account, in a division are composite aver- 
ages and should not be construed as repre- 
senting the average cost of each individual 
account in the division, any more than a 
life expectancy of 55 years at age 10 for 
males means that every 10-year-old boy 
will live to be 65 and no longer. As will 
be readily appreciated, it is necessary to 
appraise information from several angles 
before reacihng a proper conclusion. 


SATISFIED ? 


HAT is the next step? To begin 

with, we should ask ourselves wheth- 
er or not we are satisfied with the operating 
results. If we are, either we are unusual, 
or abnormal and in need of psychiatric at- 
tention. If we are not satisfied, however, 
and that is more likely to be the case, 
there are two things we can do — reduce 
costs or increase fees. 
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Reduction of costs, of course, comes first, 
for how can a trust officer, knowing that 
his costs are too high due in some measure 
to inefficiency, talk convincingly to a cus- 
tomer about the necessity for charging a 
higher fee? The answers narrow down to 
three main possibilities: 


1. Shall we continue to render the same 
quality of service we have been rend- 
ering? 

. Shall we change our investment policy 
in the light of cost of handling vari- 
ous types of investments? 


. Where and how can we cut operating 
costs? 


The first two questions are matters of 
policy for top management. Cost analyses 
reveal how much it costs to maintain a 
certain standard of service, to review ac- 
counts or handle real estate notes: what to 
do in the light of such information is a 
matter of policy. When funds are invested, 
interest rates are not the governing factor. 
High return is sacrificed for security. The 
interest differential is known when a decis- 
ion is made. Now we have an additional 
factor—cost—to help us to arrive at the 
decision. 


THE CUTTING QUESTION 


HE third question is “Where and how 
{oe we cut operat ng costs?” The analy- 
sis of costs by principal activity groups 
shows us in what departments our costs 
are concentrated, and the unit cost study 
shows us how expensive our individual 
activities are. The answer that will really 
satisfy us is not anyone’s personal opinion, 
but seeing in black and white how we 
compare with the others in the group. The 
comparison will reveal our weak spots in 
bold type. 


Next we investigate the reasons for the 
weak spots and look for possible remedies. 
The answer, of course, lies principally in 
obtaining the most efficient utilization of 
manpower, including the elimination of un- 
necessary work. 


We also should look at every possible 
place where we can reduce costs. We can, 
for example, reduce stationery costs by 
studying the forms now in use and by re- 
vising our purchasing policy; we can insti- 
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tute economy measures on the use of sup- 
plies and telephone, on traveling and enter- 
taining, perhaps advertising, and so on. 
But, in the final analysis, we will come to 
the conclusion that labor is our main prob- 
lem. Proper utilization of personnel, of 
course, is inter-related with proper utiliza- 
tion of space and equipment. 

Here are some thoughts which warrant 
serious consideration: 
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. Are the right people assigned to the 
right tasks or is officer personnel per- 
forming duties which should be carried 
out by clerical help? 

. Are there weak spots in your employee 
relations policy? -You may think that 
utilization of low paid clerks results 
in lower costs, but have you considered 
their actual productivity, as well as 
the cost of a high personnel turnover? 

. Do you have a procedure manual to 
facilitate training of personnel? 

. Have your accounting system and pro- 
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cedures kept pace with your growth? Are 
you making any use or the best possible 
use, of available accounting machinery? 
Do not install any particular type of 
bookkeeping equipment until your oper- 
ations reach a volume that will warrant 
the expense. 

. Are you keeping too many records? 

. Are you carrying any deadwood and, if 
so, what can be done about it? 


An excellent aid to expense control is 
provided by a budget. But make sure that 
department heads participate in its prep- 
aration if you want it to be effective. Ma- 
terial deviations should be allowed only 
after they have been considered by, and 
received the approval of, the officer or 
committee responsible for the budget. 


FEES ADEQUATE? 


FTER we have taken care of our cost 
Peay we ask: “Is our revenue ade- 
quate?” We need only look at our income 
and expense statement, which shows our 
net earnings or loss from fees in each 
functional division. If we adjust these re- 
sults by what we think could be saved, we 
have our answer as to whether or not 
our fees are adequate in the aggregate to 
produce desired results. 


“How much should our fees be?” This, 
of course, is a question for Mr. Smith to 
answer, but we can offer a few suggestions. 
We would advise him to consider first the 
broad picture. Should he let earnings on 
uninvested or undistributed funds influence 
his decision? Or, is he inclined to adjust his 
sights in view of the earnings on capital 
funds, a portion of which he feels should 
be credited to the trust department? My 
belief is that commissions and fees alone 
should provide sufficient revenue to cover 
expenses and leave a reasonable margin for 
responsibility and profit. 


We do not classify earnings on deposits 
“above the line” by functional divisions. 
We do not feel that such earnings repre- 
sent an operating income of the trust de- 
partment, but rather a credit allowed that 
department for a proportionate share of 
the earnings allocated to deposits main- 
tained in the banking department. This 
income is incidental and varies depending 
upon numerous factors, including different 
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allocation approaches. Furthermore, we 
would like to see this amount as low as 
possible, indicating that funds have not 
remained uninvested or undistributed long- 
er than reasonably necessary, which is a 
trend contrary to what we normally expect 
to find in the operating section of any 
statement. 


CHARGE FOR RESPONSIBILITY 


T would appear that while possibility of 

loss might be subject to countrywide 
appraisal, probability of loss varies in indi- 
vidual institutions depending upon numer- 
ous factors, such as competence of person- 
nel and internal control of operations, to 
name only two. Loss, naturally, is not 
limited to pecuniary loss but includes loss 
of prestige and of future business, which 
are difficult to evaluate. Should we not, 
then, approach the question as self-insurers, 
which in effect is what we are? 

There is stili another angle to the prob- 
lem which is occasionally overlooked: What 
happens to the charge for “responsibility?” 
In the case of self-insurers in general, a 
reserve is customarily set up. Does Mr. 
Smith feel that his present surplus, undivid- 
ed profits and reserve accounts provide him 
with the necessary protection? 

What constitutes a reasonable margin of 
profit, is another question for Mr. Smith 
to answer. Profit margin is interrelated 
with responsibility..We may be able to as- 
sist our friend, but cannot decide for him: 

How to increase revenues presents prob- 
lems relating to the raising of fee schedules, 
adoption of cost-plus and pay-as-you-go 
plans, charging for extraordinary services 
and other phases of the subject, a discus- 
sion of which is not contemplated in this 
talk. It is pertinent, however, to stress the 
essential role of costs in any effort to se- 
cure increases in statutory fees or in the 
justification of charges for extraordinary 
services. 


APPLICATION TO ACCOUNTS 


| R. SMITH goes over all we have done, 


{ reviews the weaknesses uncovered 
and the suggested remedies, and appraises 
the various suggestions made, but comes 
back with the question of what to do with 
the account analysis. “Now,” he thinks, 
“we are getting somewhere: a magic form- 
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ula.” And, he nearly spoils everything. He 
wants us to do all his thinking for him. 


Briefly, this is the problem. We have de- 
termined from our analysis the approxi- 
mate cost of handling a few individual ac- 
counts. We now want to estimate how much 
each of these accounts should have earned. 
Perhaps we have been thinking in terms of 
a 30% to 50% mark-on as providing a rea- 
sonable margin of profit under ordinary 
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risk conditions. When we apply the same 
average mark-on to each of the accounts 
analyzed, however, we do not seem to ar- 
rive at a satisfactory conclusion. The prim- 
ary reason is that we have not compensated 
for differences in type and size of accounts. 

Here is a practical solution. First, we 
know our survey has produced the total 
costs for each functional division. Let us 
now decide what we consider a reasonable 
average mark-on, for each division, to cov- 
er responsibility and profit. If we add the 
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mark-ons, converted into dollars, to the 
respective divisional costs we arrive at de- 
sired fee goals. 


Next, we should break down the aggre- 
gate dollar mark-on in each functional di- 
vision into two amounts. One we shall use 
as an adjustment for account size, or factor 
A, and the other as a blanket mark-on, or 
factor B. In order to apply factor A to in- 
dividual account analyses, we have to look 
for a unit of measure. We may select a 
straight dollar-of-assets basis, which means 
dividing the total factor A dollars into the 
aggregate value of the assets in each func- 
tional division to arrive at a rate per $1,000. 
We now have a basic unit rate for size ad- 
justment. Factor B dollars are then reduced 
to a percentage of cost rate. Now we have 
the necessary rates for application to the 
individual account analyses. 


If we add the applicable mark-on factors 
A and B to the handling cost developed 
from the analysis of a particular type of 
account, we will arrive at an earning target 
figure for the account. This target figure 
may be adjusted upward or downward, de- 
pending upon special conditions, as judg- 
ment may dictate. 


CAUTIONS 


FEW words of caution are in order. 
A First, you may have your own thoughts 
on how to evaluate your risk exposure. My 
purpose in dealing with this factor has been 
primarily to show its application, not its 
evaluation. Next, you should be warned not 
to jump at conclusions too quickly when 
appraising the result disclosed by the ana- 
lysis of an individual account. It is possible 
that the account selected may have been 
analyzed for a period when the activity 
was abnormally high or unusually low, or 
when certain non-recurring investment 
problems accounted for a high cost. 


Then, do not lose sight of the fact that 
unit costs compiled from a cost study for 
a particular year represent approximations 
based on dollars spent and activity for the 
particular year analyzed and are subject to 
fluctuations, in varying degrees, depending 
upon changing conditions. Finally, costs 
should be considered as valuable manage- 
ment tools to aid in, but not substitute for, 
the exercise of sound judgment. 
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CONFERENCE with BANK SUPERVISORS 


Connecticut Trustmen and Supervisors Discuss Operations 


conference with State and Federal bank 
supervisory authorities in New Haven on 
April 7. The purpose of the meeting was 
to discuss various phases of trust operating 
efficiency and to foster better understand- 
ing between trust men and supervisors. The 
informal gathering was sponsored by the 
Trust Committee of the Connecticut Bank- 
ers Association in collaboration with the 
State Bank Commissioner. 


E. W. Marvin of the Hartford-Connecti- 
cut Trust Co. and chairman, ABA Commit- 
tee.on Trust Operations, opened the discus- 
sions with a talk on the Responsibilities 
and Duties of Directors. Mr. Marvin said 
that while many corporations claim to ex- 
ist for public service, honest management 
will usually admit that the fundamental 
reason is to make a profit. Like utilities 
and railroads, trust companies are essenti- 
ally a public service since beneficiaries usu- 
ally have no voice in the selection of the 
institution, while customers of other busi- 
nesses can choose among many. 


fps trust men attended a 


Many small town trust departments that 
show a small book profit would actually 
operate at a loss if all charges for time and 
overhead were applied. It was remarked 
that although the directors are obligated to 
present beneficiaries to provide trust ser- 
vice, they have a greater obligation to the 
stockholders to survey the market in the 
community and withdraw from trust ser- 
vice if operations are not profitable and 
an adequate market does not exist. Public 
relations is often the excuse for accepting 
unprofitable business. Some of this type of 
business may be carried but it is the direc- 
tors’ responsibility to see that the depart- 
ment as a whole maintains a reasonable 
ratio of good accounts. 


The speaker went on to say that the di- 
rectors should be cognizant of the negative 
danger of poor management. Competent 
personnel hired at adequate salaries will 
render the type of service necessary to 
grow; and maintaining this type of em- 
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ployee under favorable work conditions is 
an obligation of directors. 


Other important duties are to see that 
a good cost accounting system is in opera- 
tion and that fees are adequate to insure 
a reasonable profit. In most states, there is 
no law defining the specific duties and ob- 
ligations of a trust company director, and 
in too many cases a director is assigned to 
the trust committee who scarcely knows 
what a trust department does. 


It is up to management to educate the 
directors on trust operations and the com- 
mon problems involved. Though the trust 
committee cannot pass on every investment 
portfolio change, management should take 
all major or specialized problems to them 
along with a suggested plan for their ap- 
proval and comment. Directors should also 
be aware of the possibilities for bringing 
in new business through their outside con- 
tacts, Mr. Marvin concluded. 


HOLDING OWN BANK STOCK 


REELY STURDIVANT, of Hartford 

National Bank & Trust Co., speaking 
on ‘Holding Stock of Own Bank in Trust 
Accounts,’ opened with comment that his 
topic was well covered in Scott on Trusts, 
170.15, but that in many cases there was 
no clear-cut decision as to the right of a 
trustee to retain inherited stock or to in- 
crease holdings through exercise of rights 
and stock dividends. 


Generally speaking, the fiduciary cannot 
purchase its own stock unless the instru- 
ment so specifies, but where he is author- 
ized to hold such stock, he may accept a 
stock dividend but not always exercise 
rights. In cases where a large block of 
stock is held in a trust, it is good practice 
for the fiduciary to obtain the beneficiary’s 
consent to hold the stock and avoid the 
possibility of dispute at the final account- 
ing. In disposing of a large block, extreme 
care must be exercised. Such stock may not 
be sold to officers or directors of the insti- 
tution, and in many cases, sale to another 
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large holder with close to controlling inter- 
est may be severely criticized. 


SMALL TRUST DEPARTMENTS 


OME problems and versatilities involved 
Sin the operation of a small trust depart- 
ment were covered by Stanley Hoyt, Trust 
Officer, South Norwalk Trust Co. Familiar- 
ity with every operation is required but 
Mr. Hoyt cautioned against the trust officer 
spending too much time with operating 
detail at the expense of his executive func- 
tions of policy, new business solicitation, 
etc. 


Too often the officer has such a limited 
staff that he retains much information 
regarding accounts in his head for lack of 
time and facilities for proper recording. 
This presents a serious problem at the death 
or transfer of such an officer. There should 
be a simplified system of records and forms 
for the small fellow. 

The problem sometimes arises of securing 


a competent and well rounded officer at the 
salary a small department can afford to 
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pay and still operate in the black. It was 
suggested that a bank in that position as- 
certain whether or not the community has 
a justifiable trust market, and then hire 
a good man at a loss for a few years to 
develop the potential and establish the de- 
partment’s reputation firmly. 

The need for uniformity of cost account- 
ing procedures in trust departments was 
stressed by William G. Cleaver of the First 
National Bank & Trust Co. of New Haven. 
Pointing out that the steady rise of opera- 
ting costs for the last few years has been 
forcing more attention to cost accounting, 
Mr. Cleaver urged that all departments in 
the state cooperate with the State Bankers 
Association in its efforts to promote uni- 
formity. 

To eliminate unprofitable operations or 
items and to determine when and where a 
new schedule of fees is necessary, he urged 
every trust department to install a system 
for breaking down all operations into item 
or per unit cost and review present ac- 
counts.on this basis. 


PERSONAL RELATIONS AND TRAINING 


Qirvaining | on Personnel Relations and 


Training Programs, Harold E. Rider, 
president of Stamford Trust Company, 
urged as a first step the selection of a 
capable officer with aptitude and interest 
for personnel administration and centraliza- 
tion therein of authority and responsibility. 

Noting that salaries are usually the 
largest item on the expense sheet, Mr. Rider 
argued that a training program should be 
set up to get the most value out of money 
spent for personnel and to utilize the assets 
of each individual. In the final analysis, 
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it is no more expensive to organize a train- 
ing program for new employees than to 
lose their time while learning on their 
own, and failing to use their individual 
abilities to the best advantage. He suggest- 
ed that new employees be given a physical 
examination such as they would receive for 
any other type of employment, and that 
they be hired for a trial period to see that 
the quality of the work is satisfactory to 
the bank and the type of work agreeable to 
the employee. Each new employee should 
be assigned to a department head or officer 
who will be responsible for following 
through on the training and advising. 


PERSONNEL TRAINING POINTS 


R. RIDER offered the following sug- 
gestions for personnel officers: 


1. Encourage AIB school attendance by 
all employees and follow through, both to 
check the employees’ progress and to let 
them know that their work is not going 
unobserved. 


2. Officers should attend trust conferences 
and meetings to pick up new ideas. 


3. Make full use of correspondent facili- 
ties to keep informed on personnel activities 
and programs. 


4. Watch for good pamphlets suitable 
for distribution to employees. 


5. Don’t neglect the opportunity that 
bulletin boards present for reaching employ- 
ees. 

6. All officers and employees should read 
the trade press such as Trusts and Estates 
and the Trust Bulletin. 


7. Washington news letters and similar 
publications should be circulated among all 
officers to keep them well informed of cur- 
rent events. 


8. Hold meetings for both staff and offi- 
cers together to discuss operating problems 
and procedures. 


9. Put up suggestion boxes; don’t neglect 
the ideas developed by employees on the 
job. 

10. Distribute advance proofs of all ad- 
vertising to employees and explain the 
overall advertising program to them. 


11. Visit other trust departments; much 
can be gained from a free exchange of 
ideas among trust men. 


Following a talk on Procedure in Proper 
Trust Investment Supervision by Foster G. 
Woods of the Colonial Trust Company of 
Waterbury, a two hour general discussion 
period on trust examining policies‘ and 
practices was held with J. H. Bartholomew, 
Hartford-Connecticut Trust Co., presiding. 
This afforded Connecticut trust men an op- 
portunity to present criticisms and obtain 
information on trust examining procedures. 
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PANEL on Customer Service was pre- 
Serer at a joint meeting of the Asso- 
ciation of Bank Women, The Women’s Bond 
Club of New York, and the New York 
League of Life Insurance Women, held 
April 8th at the Fifth Avenue Hotel. 

The leader of the panel, Miss Edith Half- 
penny, assistant trust officer of the Guar- 
anty Trust Company, discussed taxation. 
She pointed out that “The Tax Departments 
of banks perform a very practical service 
for customers in record keeping and in in- 
come and estate planning and preparation. 
Under New York State laws they can, of 
course, give no advice of a legal nature, 
but must rely on counsel. However, analyz- 
ing a customer’s financial situation from a 
tax angle often results in a customer seeing 
more clearly what must and can be done 
during his life and for his will—to get a 
well-balanced tax result.” 

Among others participating in the panel 
was Miss Lillian M. Griffin, investment ad- 
visor, Shearson, Hammill & Co., who dis- 
cussed Investment Counselling. Miss Griffin 
pointed out that the investment counsellor 
advises “men and women When and in What 
to invest money. He must also advise when 
Not to invest; when to Sell to avoid loss. 
He is expected to advise purchases near the 
Low, and sales near the Top, and to main- 
tain a steady flow of income. His must not 
only be Good advice, it must prove to be 
Profitable—and they are not always synono- 
mous. 

“Probably the two most valuable qualities 
for an investment advisor are Patience and 
Humility,” Miss Griffin remarked. “I say 
humility because the security market is a 
tempermental mechanism and at times even 
your most brilliant and promising ideas will 
work out badly. It’s been my observation 
that investment counsellors often make the 
mistake of trying to do too good a job—to 
be 100% right on the market. Of course, it 
cannot be done. It is much wiser to make 
it abundantly clear to clients that there are 
some things we cannot do for them. 

Miss Dorothy R. Funck, assistant vice- 
president, Irving Trust Company, comment- 
ed on the investment counselling service 
offered by banks. She reported that this 
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“service is becoming more and more popular 
among business and professional men and 
women who have not the time or the knowl- 
edge and experience required to manage 
their investments. In operating the Irving’s 
Advisory Custodian Service, we feel that to 
produce results that will prove satisfactory 
both to the customer and ourselves, an in- 
vestment objective must be established for 
each account. 

“Accordingly, when a customer contracts 
for Advisory Custodian service, the account 
administrator endeavors to learn as much 
as he can regarding the customer’s financial 
position and what the customer hopes or de- 
sires to accomplish from his investment 
fund. The administrator atttempts to trans- 
late these hopes and desires into a specific 
investment objective. Then we decide what 
groups or. classes of securities would be 
best to attain that objective and the rela- 
tive proportions of each type of security 
to be held. Such percentages may be set up 
as an ultimate objective if current market 
or other conditions make their immediate 
realization difficult. Finally, individual is- 
sues within the specified groups or classes 
of securities are recommended.” 


The subject of Wills was discussed by 
Miss Florence Geoghegan, assistant vice- 
president, Bronxville Trust Company. Miss 
Geoghegan stated that “there is a decided 
advance in the last two years on the part 
of women depositors to discuss wills, and 
the importance of keeping them up to date, 
also fees and the advantage of the bank’s 
appointment as executor or trustee, instead 
of an individual. They are particularly in- 
terested in such appointment when ap- 
praised of the personal contact their benefi- 
ciaries will have with bank officers who 
know them so well, thus taking away the 
coldness of the institutional executor.” 


Four ForuM DISCUSSIONS, the second annual 
presentation by the trust department of the 
Mercantile National Bank at Dallas last Octo- 
ber, have been printed in a booklet which is 
obtainable from the Bank. The subjects are 
Gifts and Gift Taxes; Business Life Insur- 
ance; Services Offered by a Corporate Fiduci- 
ary as Executor and Trustee; and Tax Econ- 
omies. 
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TRUSTEESHIP around the WORLD 
CANADA — Number 1 of a Series 


Although trusteeship is considered an American development, its 
roots go back to antiquity. Wills of 4000 years ago are strikingly 
“modern” in terminology; the Romans originated the “fideicommissum” 
forerunner of today’s trustee of personal property; the Mosaic law sets 
forth an excellent definition of the obligations of the trustee. The basis 
of the institutional fiduciary is credited to British India; the first com- 
posite or common trust fund was established in New Zealand and now 
has a successful record of over half a century. As in many other endeavors, 
the United States has pioneered or improved, not alone but by apprecia- 
tion of the old and cooperation in the new. 


In the course of the world-wide survey to secure data for the new Trust 
Directory, the editors of Trusts and Estates have been impressed by the 
opportunities for mutual advancement of fiduciary service and international 
understanding which can come from interchange of information between 
the trustmen of the thirty countries where the fiduciary position has been 
recognized as an aid to family and social progress and protection. These 
surveys are presented in the hope of stimulating mutually valuable com- 


parisons of news and data.—Editor’s Note. 


LTHOUGH the incorporated fiduciary 

was introduced in the Dominion of 
Canada about half a century later than in 
the United States, it has grown to an 
equivalent position in the family, business 
and economic life of the country. Since the 
establishment of the first Canadian trustee 
company in 1882—the Toronto General 
Trusts Corporation — corporate fiduciary 
service has grown into a $3,500,000,000. 
business. 


With a legal basis similar to that in the 
United States (except in the province of 
Quebec where the French law obtained) 
the administration of estates, trusts and 
property man- 
agement agen- 
cies has closely 
paralleled the 
development 
across the bor- 
der. Stock com- 
panies have 
provided the fi- 
nancial secur- 
ity, continuity, 
specialized ex- 
perience and 
continuous fa- 
cilities for effi- 
cient transfer 
of estates, con- 
servation of 
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Centre Block of Canada’s Parliament Buildings as 
on Ottawa’s Parliament Hill 


trust funds, management of investments 
and trusteeship of corporate undertakings 
which people of property have required and 
the industrial organization has made neces- 
sary. 

Surprisingly, the two largest trust com- 
panies in the Dominion today have their 
headquarters in the province of Quebec, the 
Royal Trust Company and the Montreal 
Trust Company, both with estates, trusts 
and agency assets of close to a billion dol- 
lars. This is in part due to the thriftiness 
of the citizens and the wealth of the eelem- 
osynary institutions with trusteed funds, 
and in further part to the system of branch 

offices which 

Canadian trust 

companies are 

permitted to 

operate. Three 

others, the Na- 

tional Trust, 

the Toronto 

General Trusts 

and the Canada 

Trust, report 

personal funds 

totalling over 

one _ hundred 

_ million each. 

: In a country 

vast as 
Canada _  (geo- 
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graphically larger than the United States) 
and in parts as sparsely settled, this pro- 
vincial or Dominion-wide system has been 
natural and healthy. This is one of the 
major organizational differences between 
the two neighbor countries. The other is 
the segregation between banks and fiduci- 
aries, since in Canada banks do not do a 
trust business, and trust companies concen- 
trate on fiduciary services, though several 
are affiliated with commercial banks. 


Of the three-score trust companies—some 
chartered by the Dominion and some by 
special statute of the Provinces—almost all 
have branch offices several numbering a 
score or more. The growth of the trust 
institutions here may be judged from the 
fact that, while the first trust company 
started business only fifteen years after the 
Confederation was accomplished, more than 
one billion dollars of trust assets were re- 
ported by the sixty-one corporate fiduciaries 
listed in 1928, and in the twenty years since 
this total of estate, trust and agency funds 
had almost quadrupled. 

In addition to the personal assets ad- 
ministered, the trust companies of Canada 
are acting as trustees for the joint-stock 
companies, and as registrars and stock 
transfer agents. In fact, the active coopera- 
tion of trust companies in corporation 
affairs in which they are interested as 
corporate or personal fiduciaries has been 
notable not only in reorganization or re- 
ceivership protective actions, but also in 
activities to maintain sound operations. 

A typical balance sheet will serve to indi- 
cate the disposition of funds, listing assets 
under the following headings: 


CAPITAL ACCOUNT: 


Office Premises and Safe Deposit Vaults at 
Toronto, Montreal, Ottawa, Winnipeg, 
Saskatoon, Calgary, and Vancouver 

Real Estate held for Sale... 

Mortgages: 

Principal _ Se as 

Agreements for Sale: 

I a ls 


Dominion of Canada and Provinces of 
A ne 
Canadian Municipal 
ESTAS ERE eee eee 
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Loans on Dominion of Canada, Provinces 

and Municipalities of Canada Securities. 
I in ceecio 
Loans on Bonds and Stocks...» 
Loans or Advances to Trust Estates 
Cash in Chartered Banks and on Hand____. A 


GUARANTEED TRUSTS ACCOUNT: 


Mortgages: 
Principal _ “r roa 

Dominion and Provinces of Canada 
Bonds ca 

Canadian Municipal ‘Debentures 

Loans on Dominion of Canada, Provinces 
and Municipalities of Canada Securities. 

Bonds and Stocks 

Loans on Bonds and Stocks 

Cash in Chartered Banks and on Hand 


ESTATES, TRUSTS AND AGENCIES: 


Investments and Cash in Chartered Banks. 
Original Assets of Estates and Agencies at 
Inventory Value 


The tradition of public service is strong 
in the Canadian trust companies, as their 
record attests in safety, provision of good 
income and personal counsel for benefici- 
aries and constructive aid to the industries 
of the Dominion. Their leadership in eco- 
nomic and other national affairs is further 
indicated in the judicious and practical 
comments of their reports to stockholders 
and the communities, and in the addresses 
and civic activities of their staff members. 
The clear thinking and factual data pro- 
vided in Canadian trust company reports 
sets a high standard for all fiduciaries and 
counsellors. 





In addition to the customary administra- 
tion of estates, trusts and agency manage- 
ment of funds for individuals, and corpor- 
ate trusteeships, trust companies in the 
Dominion serve an unusually large number 
of civic and charitable foundations, colleges 
and as trustees under sinking funds, etc. 
for government units. Management of real 
estate and personal investment portfolios 
has developed rapidly with the increasing 
complexities in these fields, and charters 
provide for powers to act in such capaci- 
ties as: “tutor, curator, judicial adviser, 
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sequestrator, receiver, liquidating agent” 
etc. 


Relying on fiduciary services to support 
themselves, it is interesting to note that 
the trust companies can be profitable, in 
spite of. relatively modest fees, comparable 
to those prevailing in the States. Following 
is a composite income account of 21 trust 
companies reporting to the Department of 
Insurance at Ottawa: 


(Millions) 
$ 18,755 
36,785 
_ 236,150 
11,349 


Company Funds 
Guaranteed funds 
Estates, trusts & agency funds 
Paid capital stock 
Net Profit realized during year 668 
Agency fees and commissions 1,736 
Net rents earned __ ; 62 
Interest earned _ , 512 
Profit on sale of assets 51 
Increase in market value 183 
Profit in guaranteed funds 546 
Other revenue. 41 
Total Revenue 3,132 
Net Profit for year 636 


All but three companies reported net profit 
ranging up to $145,981. 


While the common trust fund, providing 
for multiple trusts’ participation, has not 
developed in Canada, the guaranteed trust 
fund has provided an avenue for the ac- 
cumulation of savings on which interest is 
paid, with investments mainly in Govern- 
ment bonds and some mortgages and stocks. 


Advertising varies in its themes and ap- 
pearance between the restrained citations 
of the English trustee departments and the 
descriptive or human interest text and 
illustration of the States. Here too, much 


emphasis is placed on Estate Planning, and- 


increasing attention is given to current 
protection of investment and business inter- 
ests, in addition to the traditional testamen- 
tary services. 


The Government is represented in the 
trust field by public trustees, such as the 
Public Trustee of Ontario, principally for 
handling of guardianships and intestacies 
or estates lacking an executor or needing a 
trustee. The combination with the incor- 
porated trust companies appears to have 
rovided the citizens and industries of 
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Canada w:th a full range of financial pro- 
tection for their savings and properties. 
The growth of trust business in Canada is 
a tribute to the thrift of the people, the 
efficiency of the industries and the useful- 
ness of the trust companies. 


Note: Further data on trusteeship in var- 
ious countries will be made available as in- 


formation reports are received and recorded 
for the 1948 Trust Directory. 


7, Canada 


from Coast to Coast 


WITH OFFICES READY TO SERVE YOU AT 


CALGARY 
EDMONTON 


’ HALIFAX OTTAWA 
TORONTO 
HAMILTON 


WINNIPEG 


SAINT JOHN 
QUEBEC 
MONTREAL 


VANCOUVER 
VICTORIA 


We 
Agent to Executors of Estates 
with assets requiring administra- 
tion or transmission in Canada. 


invite appointments as 


Assets under Administration 
$945,000,000 
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Pension Planning Fundamentals 


OWERING the retirement age under pen- 

sion plans to 60 would cost about 50 per 
cent more than if the same benefits were to 
start at age 65, because contributions to the 
plan would cease five years sooner and pay- 
ments would begin five years earlier. This is 
one of the important findings about pension 
and profit-sharing plans which are revealed in 
a new booklet, “Pension Planning Funda- 
mentals,” released by Central Hanover Bank 
and Trust Company. The book includes a series 
of articles which first appeared in the bank’s 
monthly Pension Bulletin. They cover in detail 
such matters as eligibility, normal retirement 
age, retirement benefits, maximum and min- 
imum benefits, contributory and non-contribu- 
tory plans and the vesting of benefits. 

The age of 65 will remain the customary re- 
tirement age in private pension plans accord- 
ing to the booklet and will change only if 
Social Security benefits are paid at an earlier 
age. Recently some unions have urged a re- 
tirement age of 60. A study of the factors 
involved shows that even if the company pays 
half of the increased cost, the contributions by 
employees would be almost prohibitive. 

An analysis of one hundred important plans 
adopted during 1944 and 1945 shows that 48, 
or less than half, required contributions by 
employees, while during 1936 to 1943 it was 
estimated that 85 per cent of all plans were 
contributory. However, the wartime trend has 
been reversed during the past few years. Con- 
tributory plans are now the more favored. 

Of the 100 retirement plans analyzed only 
eight provide minimum pensions. This record 
may be misleading because there seems to be a 
trend on the part of companies adopting plans 
today to include some minimum pension, -par- 
ticularly when the plan includes workers paid 
at hourly rates. 48 of 100 plans analyzed have 
a provision for a maximum pension. 


CHECK THE ADVANTAGES OF 
PENSION TRUSTS 


ff 
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FIRST PROFESSIONAL TRUSTEE IN DELAWARE 


Community Trust Distributes 


ONE HUNDRED AND EIGHTY-TWO health, welfare 
and educational institutions serving Chicago 
and vicinity received $343,157 from the Chica- 
go Community Trust in 1947, according to its 
annual report released recently by Edward L. 
Ryerson, Chairman. “About 60% of all dis- 
tributions,” Frank D. Loomis, the Executive 
Director, said, “went for general operating 
expenses of established institutions and agen- 
cies; 20% was for new buildings, major repairs 
or other long-term capital purposes and 20% 
was to assist in development of new institu- 
tions, new methods, experiment and research, 
and scholarships for higher education. The 
entire net income of 54 charitable trust funds, 
and last year, $41,000 of capital also, is used 
for such purposes,” Mr. Loomis said. 

“The Chicago Community Trust was estab- 
lished in 1915,” Mr. Ryerson commented, “‘be- 
ginning with a gift of $200,000 from Albert 


_W. Harris and members of the Harris family. 


Today the Community Trust has capital of 
more than $10,000,000 in custody of five of 
Chicago’s leading banks and trust companies, 
and annual distributions for welfare purposes 
are in excess of a third of a million dollars.” 





THE KENTUCKY TRUST COMPANY, Louisville, 
was host to the membership of the Louisville 
Bar Association on April 26, for a discussion 
on the new estate and gift tax provisions of 
the Revenue Act of 1948. The discussion was 
led by Charles T. Akre, of Miller & Chevalier, 
Washington, D. C. The meeting was arranged 
with the cooperation of Lawrence S. Grauman, 
president of the Association. 

The lawyers responded to the trust com- 
pany’s invitation to the meeting with evident 
enthusiasm, about a third of all active at- 
torneys in Louisville attending the meeting, 
and the trust company received many expres- 
sions of gratitude. 












BANK AND 
PRUST COMPANY 


I 
ee ee ee 





TRUSTS and ESTATES 





a te i fet 





PERSONNEL CHANGES in TRUST INSTITUTIONS 


CALIFORNIA 


Los Angeles—James Stuart, assistant secre- 
tary and assistant trust officer of SECURITY- 
First NATIONAL BANK, retired April 30 under 
provisions of the bank’s retirement plan. Mr. 
Stuart was associated with the bank 32 years. 

San Francisco—William A. Babcock, Jr. has 
been made an assistant secretary in the trust 
department of AMERICAN TRUST Co. 


DELAWARE 


Wilmington—WILMINGTON TRUST Co. pro- 
moted Henry P. Scott, III, from assistant 
treasurer to assistant vice president; William 
W. Geddes, formerly in the investment division 
of the trust department, to assistant secretary. 


DISTRICT OF COLUMBIA 


Washington—David N. Houston has retired 
as assistant trust officer of AMERICAN SECURITY 
& Trust Co., after forty years’ service. Mr. 
Houston was in charge of the corporate trust 
department. 


FLORIDA 


Jacksonville—(Correction) Promotions were 
incorrectly reported iast month for the First 
National Bank. This should have been FLORIDA 
NATIONAL BANK. 

Palm Beach—John A. Boardman was ad- 
vanced to the first vice presidency of FIRST 
NATIONAL BANK to succeed the recently retired 
Bert C. Teed. Comer J. Kimball, a director, 
was elevated to vice chairman of the board, 
a new office, and will continue to supervise the 
investment portfolios and trust investments of 
the bank and its affiliates. 


GEORGIA 


Atlanta—Thomas Jefferson Bone has been 
named trust auditor of the CITIZENS & SOUTH- 
ERN NATIONAL BANK. 

Atlanta—At TRUST COMPANY OF GEORGIA, 
Ray B. Wilhoit was elected an assistant trust 
officer. A member of the trust department nisce 
1938, Mr. Wilhoit was a Captain in the Air 
Transport Command during the war. 

Savannah—Reuben Grove Clark, formerly 
vice president of the State Bank of Albany, 
N. Y., has been elected president of SAVANNAH 
BANK & Trust Co. to succeed Robert W. Grove, 
elected chairman of the board. 


ILLINOIS 


Chicago—CuicaGo TITLE & TrusT Co. has 
transferred William L. Blake, assistant trust 
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officer, to the bank’s public relations division; 
Alvah L. Rogers, Jr., from the legal title unit 
to the trust division. 

Chicago—Norman McClave has been pro- 
moted from assistant secretary to second vice 
president; Robert L. Fisher elected assistant 
secretary, both in the trust department of 
NORTHERN TRUST Co. 


INDIANA 
South Bend—Judd Leighton has been elected 
vice president and trust officer, First BANK & 
Trust Co. During the war he served in a 
civilian status as a special agent of the Com- 
mandant of the Ninth Naval District. Early 
this year he was admitted to the Illinois Bar. 


KENTUCKY 
Louisville—Sidney W. Clay, formerly trust 
officer of UNITED StTaTEs TrusT Co., has been 
elected vice president and treasurer. 


MASSACHUSETTS : 
Attleboro—P. B. Stevenson succeeds Clelland 
McClatchey as trust officer of First NATIONAL 
BANK, the latter having retired. 





EXPERIENCED 
TRUST OFFICER AVAILABLE 


18 YEARS EXPERIENCE INCLUDES: 


ADMINISTRATION— 
of trusts and endowments totaling 
$125,000,000. 

ESTATE PLANNING— 
Produced $2,000,000. of new business for 
moderate sized trust department. Com- 
parable results with large trust depart- 
ment. 

FEDERAL & STATE TAXATION— 
Ass’t. Mgr. Tax department, large Trust 
Department. Two thousand returns per 
year. 


INVESTMENT ANALYSIS— 
Member Trust Investment Committee for 
sixteen years. Prepared and supervised 
detailed trust investment reviews and 
surveys of industry. 
TRUST ACCOUNTING— 
Devised and adapted trust records and 
controls. Now preparing for C. P. A. 
Examination. 
If your Trust Deartment can use this 
capable trust officer who is also a lawyer, 
address 
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Boston—Horace W. Cole, formerly trust offi- 
cer, has been elected secretary of the BosTON 
Sare Deposit & Trust Co. to succeed the late 
William F. Tripp. 


Fall River—B. M. C. DurFEE TrusT Co. has 
announced the promotion of N. J. Altenbrand 
to trust officer. 


MINNESOTA 


Minneapolis—H. T. Rutledge, assistant vice 
president, NORTHWESTSRN NATIONAL BANK, 
has been transferred from the trust depart- 
ment, where he had been in charge of the tax 
division, to the commercial department. There 
he will be in charge of the customer service 
division and public relations program. 

St. Paul—Elected president of the AMERICAN 
NATIONAL BANK was China R. Clarke, re- 
cently resigned manager of the Minneapolis 
loan agency of the Reconstruction Finance 
Corporation. 


MISSOURI 


Kansas City — 
Hoyt Purcell be- 
came a trust offi- 
cer at City Na- 
TIONAL BANK & 
TrustT Co., in the 
new trust  busi- 
ness and trust 
investment divi- 
sions. A graduate 
of Kansas State 
College, Mr. Pur- 
cell was a partner 
of the firm of 
Martin-Holloway- 
Purcell, invest- 
ment dealers in 
corporate and 
municipal securities, prior to joining the com- 
pany. 


HOYT PURCELL 


NEBRASKA 


Omaha—C. Y. Offut, vice president and 
trust officer of UNITED STATES NATIONAL BANK, 
has been elected a director. 


NEW JERSEY 


Hackensack—O. L. Cassi, Jr., has been pro- 
moted from secretary to vice president and 
trust officer of PEOPLES TRUST Co OF BERGEN 
County; Bleecker R. Williams to trust officer 
and assistant secretary. 


Jersey City—Lawrence B. Carey became ex- 
ecutive vice president of the TRUST COMPANY 
oF NEW JERSEY, having resigned as New Jer- 
sey Commissioner of Banking and Insurance. 
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ALLEN N. STAINBACK 


whose election as vice president and trust 
officer, ALAMO NATIONAL BANK, San Antonio, 
was reported last month. 





NEW YORK 


New York—tThe business of the CONTINEN- 
TAL BANK & TRUST Co. was taken over by the 
CHEMICAL BANK & TRusT Co. on May 1. The 
offices previously operated by Continental Bank 
became branches of Chemical. N. Baxter Jack- 
son, chairman of the Chemical, announced ap- 
pointment of 37 former Continental Bank offi- 
cers to the official staff. These included Harry 
C. Thompson as vice president in the corporate 
trust department. 


New York—GuARANTY TRUST Co. appointed 
Howard C. Judd as trust officer. Associated 
with the company for 20 years, Mr. Judd con- 
tinues with the personal trust division. He is 
a graduate of Princeton University and of 
Fordham Law School. 


PENNSYLVANIA 


Philadelphia—The board of directors of 
FIDELITY-PHILADELPHIA TRUST Co. elected one 
of its members, George Wharton Pepper, as 
chairman of the executive committee, succeed- 
ing the late Dr. Thomas S. Gates. 


VIRGINIA 


Marshall — P. W. Marshall, formerly exe- 
cutive vice president and trust officer, has 
been made president of the MARSHALL NATION- 
AL BANK & TRusT Co., succeeding the late 
John T. Ramey. 


EMPLOYEES PENSION PLANS was the subject of 
an address by John W. Clegg, Jr., trust officer 
of the Pennsylvania Company for Banking and 
Trusts, Philadelphia, before the Boston Cor- 
porate Fiduciaries Association on April 20. 
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Corporate Fiduciary Association 
Elections 


Corporate Fiduciaries Association of Ari- 
zona: President: H. W. Williams, Bank of 
Douglas; Vice President: F. L. Gibson, Valley 
National Bank; Secretary-Treasurer: L. A. 
Thomas, Valley National Bank; and Executive 
Committeeman: Charles Voigt, Phoenix Title 
& Trust Co. 


Trust Division, Illinois Bankers Association: 
President: Robert R. Bunting, Mercantile 
Trust & Savings Bank, Quincy; Vice Pres- 
ident: W. W. Hinshaw, Jr., City National 
Bank & Trust Co., Chicago; Secretary: Kirk 
E. Sutherland, Illinois Bankers Association, 
Chicago. John B. Happ, First National Bank 
& Trust Co., Evanston, and Clarence D. 
Charleton, LaSalle National Bank & Trust 
Co., LaSalle, were elected members of the exe- 
cutive committee. 


Corporate Fiduciaries Association of Boston 
elected the following officers at its May 3rd 
meeting: President: Herbert Schnare, Boston 
Safe Deposit & Trust Co.; Vice President: 
Edward F. MacNichol, Fiduciary Trust Co.; 
Treasurer: John J. Leahy, National Rockland 
Bank; Secretary: Benjamin W. Tauntan, Na- 
tional Shawmut Bank. 


Corporate Fiduciaries Association of Kansas 
City, Mo., elected in April: President: R. W. 
Holt, Mercantile Home Bank & Trust Co.; Vice 
President: Dale McNeil, Commerce Trust Co.; 
Secretary-Treasurer: Kenneth H. Armstrong, 
City National Bank & Trust Co. 


Cincinnati Corporate Fiduciaries Associa- 
tion: President: Theodore P. Learn, Central 
Trust Co.; Vice President: William H. Drach, 
Western Bank & Trust Co.; Secretary-Treas- 
urer: Julius W. Reif, Provident Savings & 
Trust Co. Leo E. Oberschmidt, trust officer of 
Second National Bank was elected a member 
of the executive committee. 


THE ANNUAL TRUST CONFERENCE conducted by 
the Ohio Bankers Association’s Trust Commit- 
tee was held in Columbus, April 6. Included 
in the program were Real Estate Management 
by Corporate Fiduciaries, by A. Joseph 
Stewart; Should Ohio Enact the Prudent Man 
Rule for Trust Investments?, by Richard F. 
Sater; The Relation of Business Buy-and-Sell 
Agreements to Estate Planning, by Heman 
T. Powers; Investment Problems of the 
Smaller Trust Co., by H. Lyman Greer; and 
Valuing Close Corporation Stock for Tax Pur- 
poses, by C. Chester Guy. 


MAY 1948 


? 
. 
é 
¢ 
é 
é 
¢ 
¢ 
¢ 
¢ 
¢ 
é 
. 
¢ 
¢ 
é 
¢ 
é 
é 
é 
¢ 
¢ 
¢ 
« 
é 
¢ 
é 
¢ 
é 


BBB BSF BF VBVSVSVSVSSS SSS BVIVeVVVAVAVF 


The oldest Trust 
company in Canada, 
specially equipped to 
act in all trust and 
agency Capacities. 


m= TORONTO GENERAL 
TRUSTS 


CORPORATION 


HEAD OFFICE TORONTO BRANCHES IN 
OTTAWA, MONTREAL, WINDSOR, WINNIPEG, REGINA, 
SASKATOON, CALGARY, EDMONTON, VANCOUVER 


WE INVITE YOUR INQUIRY 
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Bank oF New York 
AND 
FirtH AVENUE BANK 


Founded 1784 


FOUR CONVENIENT OFFICES. 


48 Wall Street 


530 Fifth Avenue 
63rd Street and Madison Avenue 
73rd Street and Madison Avenue 


Member Federal Deposit Insurance Corporation 


; 
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Trust Institution Briefs 


Los Angeles, Cal.—Lease of quarters for a 
new branch of the SECURITY-FiIRST NATIONAL 
BANK, in the west wing of the Prudential In- 
surance Company Western Home Office Build- 
ing now under construction in the Miracle 
Mile district of Wilshire Boulevard, has been 
announced by chairman George M. Wallace. 
All new banking services will be offered, trust 
and safe deposit included. 

Campbell, Cal—AMERICAN TRUST Co. of San 
Francisco has established a branch office at 
Campbell. 

St. Petersburg, Fla.—J. E. Bryan, president 
of the UNION TruUST Co., has been elected state 
vice president of the American Bankers Asso- 
ciation Trust Division. 

Chicago, Ill—A trust certificate has been 
issued to the COSMOPOLITAN BANK. 


New York, N. Y.—IRVING TrusT Co. is plan- 
ning, subject to approval from the New York 
State Banking Department, to build a branch 
office at 23-29 West 51st Street, adjoining the 
new Esso Building and facing Rockefeller 
Plaza. 

Salt Lake City, Utah—Consolidation of all 
First Security Corp. banking activities in Utah 
to form the largest bank in the state became 
effective May 1. The consolidation brings to- 
gether under the name First SECURITY BANK 
OF UTAH, NATIONAL ASSN., the First National 
Bank, the present First Security Bank of 
Utah, and the banking activities of the First 
Security Trust Co. The latter will continue 


without change all its other functions, includ- 
ing trust, mortgage, insurance and real estate 
departments. Two principal operating offices 
will be maintained — one in Ogden and one in 
Salt Lake City. Charles L. Smith is chairman 
of the board of the consolidated bank, and 
George S. Eccles is president. 


In Memoriam 


E. DONALD HAYES, vice president and secre- 
tary of MELLON NATIONAL BANK #& TRUST Co., 
Pittsburgh, Pa., and a specialist in corporate 
trust work. 


REUBEN LEWIS, JR., founder and publisher 
of “Finance,” Chicago, Ill., and former deputy 
manager in charge of the Trust Division of 
the American Bankers Association; former 
officer of the Continental Illinois National Bank 
& Trust Co., and of the Metropolitan Trust Co., 
Chicago. 


O. C. WILLIAMS, secretary and trust officer 
of SIMSBURY (CONN.) BANK & Trust Co. 


AN ANALYSIS of 63 Federal Savings and Loan 
Associations for 1948 has been prepared by 
Selected Federals, Inc. of Chicago. The booklet 
supplies information as to the comparative 
value of shares in the associations for invest- 
ment of trust funds. The booklet states that 
such investments save the expense of common 
trust funds, provide greater safety and are 
authorized in most states. 





MERCANTILE-COMMERCE BANK AND 
Trust CoMPANY of St. Louis, has 
completed an expansion and mod- 
ernization program begun several 
years ago. The constantly expand- 
ing volume of business led to the 
purchase of the seven story build- 
ing fronting on Seventh and St. 
Charles Streets. It has been re- 
modeled and joined directly to the 
main bank building by means of a 
bridge. The bank will have en- 
trances on the four streets sur- 
rounding the block in which it is 
located. The main banking floor will have 
fourteen tellers’ cages. The Bond and Corpor- 
ate Trust Departments will occupy the second 
floor, while the third, fourth, and fifth floors 
will be given over to general bank operations. 
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The sixth and seventh floors are devoted al- 
most entirely to employee facilities. The ac- 
companying photo shows the Employees’ 
Lounge and Recreation Room which adjoins 
the Cafeteria. 
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INCOME TAX 


Premium payments for life insurance on 
president not deductible as additional com- 
pensation. President of taxpayer corporation 
owned over 90% of its stock. He received 
$10,000 salary in each of the years 1943 and 
1944. Corporation also paid premiums on in- 
surance policies on his life. His wife was sole 
beneficiary under policies. Premium payments 
were not designated on books or in minutes of 
Board of Directors as additional compensation. 

HELD: Payment of premiums was not in- 
tended to constitute additional compensation. 
Consequently they were not deductible by tax- 
payer corporation as ordinary and necessary 
business expenses. Under the circumstances, 
they constituted distributions of dividends and 
deduction therefor was properly denied. Hubert 
Transfer and Storage Co. v. Comm., T.C. 
Memo, March 31. 


Proper consents required to get retroactive 
benefit of 1942 Act treatment of decedent’s 
accrued income. Section 134 of Revenue Act of 
1942 taxes income accrued at time of decedent’s 
death as income of estate or other recipient 
when received. Prior to this amendment, entire 
amount was includible in income tax return of 
decedent for last period of his life. Act of 
1942 allowed estates of persons dying prior to 
January 1943 to secure benefits of Section 134 
by filing consents of every person who might 
receive any part of such income. Here, con- 
sents were filed only by executors. 

HELD: While executors actually received 
entire income, they might have transferred 
right to receive such income either to them- 
selves as trustees under trust created through 
decedent’s will or to legatees. Consent of exe- 
cutors would not have bound legatees, if ac- 
crued right to receive income had been as- 
signed to them in distribution of estate. Since 
inadequate consents were filed, entire amount 
of accrued income was properly includible in 
decedent’s last income tax return. Est. of 
Larkin v. Comm., C.C.A.-2, April 1. 
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TAX NOTES 


SAMUEL J. FOOSANER 


Counsellor at Law, Newark; Special Tax Lecturer at New York 
University, University of Miami, Rhode Island State College, 


and Practising Law Institute 


Contributions to another corporation did not 
qualify as contributions to profit-sharing trust. 
In 1941, taxpayer entered into agreement for 
benefit of its employees under terms of which 
corporation was formed. Stock in that corpora- 
tion was to be issued to employees after they 
had had five years’ continuous employment. 
Taxpayer agreed to pay 75c to new corporation 
for each watch shipped, less $1.50 for each 
watch returned. Revenue Act of 1942 limited 
deduction for contributions under pension and 
profit sharing plans, to trusts exempt under 
Section 165(a). Commissioner disallowed con- 
tributions to employees’ corporation during 
1943 and 1944. In 1945, taxpayer established 
trust Which qualified under the 1942 Revenue 
Act. It claimed that through grace provisions 
of 1942 Act, it was entitled to deductions for 
1943 and 1944, 


HELD: For Commissioner. Regulations ex- 
pressly provide that a plan which requires the 
use of a trust is not in effect as of September 
1, 1942, if there was no valid trust in exist- 
ence at that time. Taxpayer had ample time 
after promulgation of Regulations to change 
to trust form. Since it did not do so, grace 
provisions are inapplicable. Deduction was, 
therefore, not allowable for contributions to 
corporation during 1943 and 1944. Tavannes 
Watch Co. Ine. v. Comm., 10 T.C.-No. 71, 
March 30. 


ESTATE TAX 


Property held in joint tenancy includible in 
gross estate. Decedent, at his death, owned 
certain securities and miscellaneous property 
in his own name. Real property, bonds and 
bank accounts were in joint names of decedent 
and his wife. Testimony was that decedent and . 
his wife had orally agreed at time of their 
marriage that all earnings and property which 
either should acquire should belong to both 
equally, the survivor to take all. 


HELD: Commissioner properly included in 
decedent’s gross estate entire value of all 
property held by decedent jointly with his 
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wife. Agreement was not for property to be 
held as tenants in common, but as joint ten- 
ants. Property held in joint tenancy is includ- 
ible in its entirety in estate of spouse who 
dies first except to extent it can be traced as 
being attributable to surviving spouse. Est. 
of Brudermann v. Comm., 10 T.C.-No. 32, 
March 30. 


Decedent’s reservation of right to add to 
trust did not render it includible in gross es- 
tate. Decedent in 1920 transferred property in 
trust, providing successive life estates for her- 
self, her sister and her brother-in-law. Upon 
death of all three life beneficiaries, remainder 
was to be paid to conservatory of music. In 
event she survived her sister and brother-in- 
law, and conservatory should have been dis- 
solved without successors or assigns, decedent 
retained right to add to trust provisions with 
reference to distribution of principal. Govern- 
ment included trust, minus value of remainder 
interest which was to devolve to conservatory 
of music, in decedent’s gross estate. 


HELD: For taxpayer. Decedent had dis- 
posed of her entire interest. She had not re- 
tained a general power of appointment. Cir- 
cumstances surrounding creation of trust indi- 
cated decedent had not reserved right.to take 
any part of trust principal for herself or to 
designate another beneficiary. Central Trust 
Co. v. U. S., C.C.A.-6, March 22. 


Bank deposits held for non-resident alien de- 
cedent not subject to estate tax. Non-resident 
alien established revocable trust in 1932, nam- 
ing New York bank as trustee. Trust pro- 
vided that it should be deemed to be revoked 
by delivery to trustee of properly executed 
instrument of revocation. Several months be- 
fore her death in 1945, non-resident alien de- 
livered such instrument to trustee. Bank con- 
verted trust property into cash at her direction 
and placed funds on deposit awaiting trans- 
mittal to her. Estate claimed that funds 
constituted “bank deposits” within the mean- 
ing of Section 863(b) I. R. C. and, therefore 
were not subject to estate tax in case of non- 
resident alien. 


HELD: For taxpayer. When trust was 
liquidated and cash deposited, those deposits 
possessed usual characteristics of general de- 
posits. Conversion of trust assets into cash was 
performed by bank as an agent and not as 
trustee. Deposits were, therefore, held not for 
trustee but for decedent and were, accordingly, 
not includible in her gross estate. Est. of 
Davey v. Comm., 10 T.C. No. 66, March 24. 


Income beneficiary of trust not entitled to 
new stock received in recapitalization. De- 
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cedent was one of income beneficiaries of 
trust. Among assets of trust were 48 shares 
of no par common stock of Hookless Fastener 
Co. Prior to decedent’s death, trustees ex- 
changed 48 shares, pursuant to recapitalization, 
for 12,000 new shares of Talon, Inc. Commis- 
sioner determined that decedent, as income 
beneficiary of trust, was entitled to receive 
1120 shares of new stock and included value 
of approximately $37,000 in her estate. 


HELD: For taxpayer. Rights of life ten- 
ants and remaindermen are determinable under 
state law. Exchange of old stock for new was 
not equivalent to stock dividend. The 1120 
shares were part of trust principal and no 
part of it was property of decedent. Value 
of those shares was erroneously included in 
her estate. Soles v. Granger, U.S.D.C., W.D. 
Penn., March 16. 


Despite commingling of funds, one-half con- 
sideration held furnished by surviving spouse. 
Neither decedent nor his wife had any sub- 
stantial property at time of their marriage. 
Decedent’s total earnings from time of mar- 
riage to his death aggregated approximately 
$88,000. Wife’s total earnings from time of 
marriage until she ceased working were ap- 
proximately $37,000. These sums were de- 
posited in bank account carried in decedent’s 
name. In 1943 they purchased home for $18,000 
which was paid for by checks drawn against 
this account. Home was held as estate by 
entirety. 


Commissioner included entire value of home 
in decedent’s estate. Estate contended that one- 
half was acquired with accumulation of wife’s 
separate funds. At decedent’s death, he owned 
securities of over $50,000 while wife’s only 
property was bank stock valued at $6,600. 


HELD: For taxpayer. Although bank ac- 
count had meager balance before the purchase, 
practical test for contribution was met. Evi- 
dence did not show total, or even percentage 
of deposits made with wife’s earnings. Never- 
theless, they were substantial and commingled 
funds were used by decedent to purchase secur- 
ities and other property held in his own name. 
Although no amount could be computed with 
precision as consideration paid by wife, a fair 
minimum of her contributions to deposits 
would be represented by her one-half interest 
in home and $6,600 stock. Accordingly, only 
one-half the value of home should have been 
included in decedent’s gross estate. Est. of 
Thompson v. Comm., T.C. Memo, March 17. 


(See page 366 for Mr. Foosaner’s report on 
a proposed new tax law which would effect a 
number of changes with respect to estates and 
trusts.) 






TRUSTS and ESTATES 






































































































ARTICLES 


Commissions of Testamentary Trustees 
PAUL J. POWERS. New York Law Journal, April 1. 


The text of the new section 285 of the New 
York Surrogate’s Court Act makes evident an 
intention to return to the body of familiar case 
law which prior to 1943 had regulated the com- 
missions of trustees under the then existing 
statutes. Principal commissions are again to 
be computed on the basis of “receiving and 
paying” principal. There is to be also an 
annual commission computed on value of the 
principal assets. A concise explanation is made 
of the various provisions of the new law. 


The Fiscal Year For Trusts 
JOHN E. WILLIAMS. Taxes, April. 


The fiscal year has been used for two years 
in Philadelphia and has demonstrated its ad- 
vantages. The work in the fiscal year trust can 
be done in the fall and the letters of advice 
would be available for the customers in time 
for the preparation of their own returns be- 
fore the following March 15th. Information 
required on the Form 1128 necessary for a 
change from a calendar to fiscal year is set 
forth. 


Because of the complications which may 
arise, the author has advised that those trusts 
in which the settlor is alive, even though the 
trust is irrevocable, be retained on the calen- 
dar basis. The same applies to trusts in- 
volving a business or income from other 
sources making it impractical to report the 
income on the fiscal year basis. 


Estate Planning in Practice 


EDWARD M. HEFFERNAN. The Commercial & 

Financial Chronicle, April 26. 

In continuing the discussion of estate plan- 
ning which has been appearing in the Chron- 
icle, the author endeavors to show just what 
ean be accomplished for a customer. An analy- 
sis of the nature of all property is made by 
first listing all the assets, making careful 
inquiry as to jointly held property and the 
accumulation of present assets as well as pros- 
pective assets. The reader is then taken 
through the other ten steps enumerated by 
the author in a prior article, including con- 
siderations of taxes, present disposition of 
property, insurance, preparation of documents 
and the development of a personal relationship 
with the fiduciaries. 
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Business, Public and Private Law Consid- 
erations in Employee Profit Sharing 
GORGON F. BLOOM. Harvard Law Review, Febru- 
ary. 

Current industrial interest in profit sharing 
may be attributed in part to a desire to max- 
imize production. The increased efficiency of- 
fered is based on the incentive of higher pay 
from increased output. Management fears that 
if profits are not forthcoming it may not be 
able to abandon the plan without bad feeling 
and further that concessions granted by the 
plan may lead to union demands for fixed wage 
increases. Labor’s objection may be that the 
bonuses would disrupt the uniform industry 
scale. 


Determination of the type of plan will de- 
pend upon whether its objective is increased 
group efficiency or a superannuation scheme. 
In view of the Social Security Act the plan 
should be drafted so as to require contributions 
which will not be considered “wages.” Unless 
an acceptable distribution formula is used the 
contributions may be included as part of the 
regular rate of pay in determining overtime 
under the Fair Labor Standards Act. Escape 
clauses used to avoid the possibility of corpor- 
ate or individual liability to maintain profits 
should not interfere with the essential element 
of worker confidence in management. 


Converse Trusts — The Rise and Fall of a 
Tax Avoidance Device 


HOWARD O. COLGAN, JR. and ROBERT T. MOL- 
LOY. Tax Law Review, February-March. 


The basic theory of the converse trust is 
that one trust was created in contemplation 
of and in consideration for the setting up of 
a companion converse trust, making subjective 
intent on the settlor’s part the determinative 
factor. A wife’s creation of a trust contempor- 
aneously with one by the husband will be con- 
sidered prima facie to have been made in con- 
sideration therefor, if she knew of his inten- 
tion to create the trust for family beneficiaries. 
It is not essential for the finding that both 
trusts be created the same day. Some objective 
factors highly indicative of the required sub- 
jective intent are: date of creation, relative 
and absolute size of trusts, employment of 
same attorney, appointment of the same trus- 
tees and mutual knowledge of each settlor’s in- 
tention. This converse trust doctrine has been 
applied to annuities and gifts as well as for 
income and gift tax purposes. 








Decisions 


Among these digests of current decisions are included reports by the following 
attorneys, for their respective jurisdictions: 





ARIZONA: H. L. Divelbess—Gust, Rosenfeld, Divelbess, Robinette & Linton, Phoenix 
CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 

ILLINOIS: R. J. Frankenstein, Jr—McDermott, Will & Emery, Chicago 

IOWA: Paul F. Ahlers—Stipp, Perry, Bannister, Carpenter & Ahlers, Des Moines 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 


NEW MEXICO: See Arizona 


PENN.: E. C. Shapley Highley—Shoyer, Rosenberger, Highley & Burns, Philadelphia 
WISCONSIN: George J. Laikin—Attorney-at-Law, Milwaukee 


Digests of cases from OREGON and TENNESSEE were reported by members of the staff. 


AssETs — Administration — Public Ad- 
ministrator Not Entitled to Letters 
Where Reciprocity Does Not Exist 


California—Supreme Court 

Estate of Bevilacqua, 31 A.C. 619, Mar. 31, 1948), 

affirming 70 A.C.A. 679, 161 P. (2d) 589; abstracted 

81 Trusts and Estates, 334, Oct. 1945. 

Decedent died intestate leaving a wife and 
four adult children, all of them aliens and re- 
siding in Italy. Appellant Pietro Bevilacqua 
was a first cousin, the only relative of de- 
cedent residing within the United States. The 
contest was between Pietro Bevilacqua and 
Public Administrator as to who was entitled 
to letters of administration. : 

HELD: The foreign heirs, having failed to 
sustain burden of proving existence of recipro- 
eal rights of United States citizens in respect 
of inheritance in Italy, do not come within 
the category of heirs and Pietro therefore be- 
comes presumptively the sole heir, entitled 
to administer in preference to the Public Ad- 
ministrator. 


Bar RELATIONS — Accountant Unauthor- 
ized To Give Tax Advice Unconnected 
with Accounting 

New York—Appellate Division 

Re New York County Lawyers Association, N.Y.L.J., 

April 14. . 

The City of New York had claims against 
a certain company for taxes in 1936, 1937, 
1938. In 1943 the company made large profits, 
80% of which would have had to be paid to 
the Federal government in tax. The company 
therefore desired to settle the City’s claim 
if it could deduct the amount of the settle- 
ment from 1943 rather than allocate it against 
the years during which the tax claims ac- 
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The complete roster of contributing legal editors appears in January and July. 








crued. The company’s accountant and lawyer 
felt that it could not be done. The company 
then consulted one Bercu, an accountant, who 
was not associated with the company. He 
studied the matter, made a written memo to 
the effect that the deduction could be taken 
and made a charge therefor. The proceedings 
to punish Bercu for contempt and to enjoin 
the unlawful practice of law were dismissed. 


HELD: Reversed. It is difficult to draw the 
line between the field of the lawyer and the 
field of the accountant in tax matters. While 
the tax law conforms largely to accounting 
principles there are instances in which it does 
not. The opinion of Bercu is one of these, for 
an accountant would have allocated the settle- 
ment. The accountant is allowed jurisdiction 
over incidental questions of law which may 
arise in connection with auditing books or 
preparing tax returns but he is not allowed 
the right as a consultant to give legal advice. 
The admission of accountants is not an author- 
ization to practice tax law at large. 


CO-FIDUCIARIES — Liability of Executor 
for Acts of Co-executor as Director 


New York—Court of Appeals 
Matter of Horowitz, N.Y.L.J., April 20. 


The decedent’s estate was the principal 
stockholder of a corporation. The will author- 
ized the executors and trustees to elect them- 
selves officers and directors and to pay them- 
selves salaries in addition to their commis- 
sions as executors and trustees. Fishman and 
Mates, the co-fiduciaries, elected themselves 
president and secretary of the corporation, re- 
spectively, and they and an employee were the 
directors. With the acquiesence of Mates, Fish- 
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man paid certain bonuses to himself. The 
Surrogate surcharged both executors, jointly 
and severally, with the amount of these bon- 
uses. Fishman paid a compromised amount to 
the estate and was released, leaving Mates 
alone liable for payment of the balance of the 
surcharges. The Appellate Division modified 
the decree by striking out the surcharges 
against Mates. 

HELD: Mates is liable for the balance of 
the surcharges. An executor who becomes a 
director of a corporation in which the estate’s 
money is invested is liable to the estate for 
losses incurred by the corporation through his 
fault regardless of whether he would be held 
liable in an action by the corporation. Although 
an executor is not ordinarily liable for the acts 
of a co-executor he becomes liable where he 
knows of and consents to a misapplication of 
estate funds by the co-executor. 


COMPENSATION — ‘Trustee Surcharged 
with Compensation Arising from Self- 
Dealing Transactions 


Illinois—Appellate Court 
Continental Illinois National Bank and Trust Company 


v. Kelly, 333 Ill. App. 119. 

Trustee in 1931 instituted proceedings for 
the construction of the trust, filed its report 
and account in the cause. Income beneficiaries 
filed objections to the account and a decree 
was entered surcharging the trustee for the 


securities involved in self-dealing transactions. ° 


Thereafter, in open court, plaintiff tendered 
the amount surcharged plus interest, which 
tender was refused. Defendants thereupon 
sought to surcharge the trustee also for com- 
pensation paid to itself for the purpose of the 
securities involved in these transactions but 
were overruled. 

HELD: Reversed. The trustee was not en- 
titled to any compensation arising out of the 
self-dealing transactions. The court relied 
principally on In re Estate of Busby, 288 Ill. 
App. 500. While admitting that the Busby case 
involved an executor, the court held executors 
and trustees occupy the same position in ques- 
tions involving self-dealing and are governed 
by the same principles of law. It is a salutary 
rule long recognized that a trustee may not 
deal with itself. The question of negligence or 
good faith does not enter into it. If the trans- 
action results in gain to the trust and no 
secret profit to the trustee, then no one is in 
a position to question the self-dealing trans- 
action. But where the transaction results in 
loss, even though the loss is made good, the 
violation of this rule is a breach of trust, 
which should also affect the compensation of 
the trustee in the questionable transaction. 
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DISTRIBUTION — German Heirs Entitled to 
Inherit Real Estate 


California—Supreme Court 
Estate of Knutzen, 31 A.C. 612, Mar. 31, 1948. 


California resident, died intestate in 1943, 
leaving a brother also a California resident 
who was appointed administrator, and another 
brother and two sisters, residents and nationals 
of Germany. The estate consisted of a small 
amount of cash and some real property sold 
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for $1500. The administrator filed a petition 
praying for distribution of the estate to 
himself and his brother and sisters, whereupon 
the Alien Property Custodian issued an order, 
filed in the probate proceedings, declaring that 
the nonresident heirs were nationals of Ger- 
many, and purporting to vest their rights in 
himself. Court ordered distribution to the ad- 
ministrator as sole heir, basing the order on 
Section 259, Probate Code, which, as enacted 
in 1941, provided that the right of nonresident 
aliens to take real or personal property in 
this state by succession or testamentary dis- 
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position is dependent upon the existence of re- 
ciprocal rights of citizens of the United States 
to take like property in the country of which 
the aliens are inhabitants and citizens.! 

HELD: Reversed. The 1941 legislation was 
invalid as to real estate, being in conflict with 
a 1925 treaty with Germany. The case was held 
to be governed by Clark v. Allen, 331 U.S. 503, 
91 L. ed. 1633, 67 S. Ct. 1431. As to the per- 
sonalty, if decedent was a national of Germany 
(a fact not shown by the record) the alien heirs 
were entitled to share. If decedent was not a 
national of Germany, the German nationals did 
not inherit, having failed to prove the existence 
of reciprocal rights of American citizens to 
inherit property in Germany. The Alien Prop- 
erty Custodian, claiming through them, had no 
greater rights than they had. 


LIVING TRuUsSTs — Termination — Consent 
of Parties 
California—District Court of Appeal 

Bixby v. California Trust Co., 84 A.C.A. 297 (Mar. 

5, 1948). 

Plaintiff created trust with defendant trust 
company, income to be paid to him for life, and 
at his death the corpus, after payment of cer- 
tain expenses, to go to his heirs at law. This 
suit is to terminate the trust. 

HELD: Judgment denying termination af- 
firmed. Plaintiff was not the sole beneficiary. 
Heirs take as purchasers, not by right of in- 
heritance, and no reversion was created. New 
York cases were distinguished. 


PERPETUITIES — Remainder Interest of 
One Appointed to Care for Pets Vested 
at Death of Testator 


Pennsylvania—Supreme Court 
Renner Estate, 358 Pa. 409. 


Testator bequeathed his pets consisting of 
a dog and a parrot to a friend, Mary, and gave 
the residue of his estate amounting to $11,900 
to her in trust for the maintenance of the pets 
“which I leave to her kind care and judgment,” 
and upon the death of the last pet he gave the 
residue of the estate to Miss Reising absolute- 
ly. His next of kin contended that the trust for 
the pets was void under the rule against per- 
petuities, but the fund was awarded to the 
trustee for the uses and purposes of the will. 

HELD: Affirmed. The residue vested in Miss 
Reising as of the date of death. There was no 
trust in any legal sense and two entire estates, 
legal and equitable, passed to the legatee. 
There was no cestui que trust who could call 


1This statute was revised by Stats. 1945, Ch. 1160, and 
again by Stats. 1947, Ch. 1042. 


TRUSTS and ESTATES 










a a a ee ee 


S6&otaeoenmea a.06m A 





the Trustee to account. There was no char- 
itable trust. The trustee owed no enforceable 
duty to anyone, and if trustee had predeceased 
the testator no successor could have exercised 
“her kind care and judgment.” 


PERPETUITIES — Validity of Prior Estates 
— Legality of Ultimate Remainders 


Pennsylvania—Supreme Court 
Lauck’s Estate, 358 Pa. 369. 


Testator gave his residuary estate to trustees 
to pay his son $50 a week for life, son’s wife 
$5,000 a year as long as they lived together, 
and after his death if they were living to- 
gether, for her life or until remarriage, and 
to appropriate such sums as the trustees 
deemed necessary for the maintenance of the 
son’s children until they attained twenty-five. 
During the son’s life, the net income was 
to be divided according to stated percentages 
among charities, the son and his family and 
decedent’s brothers and sisters and their de- 
scendants. At the son’s death, the principal 
then remaining was to be considered as being 
divided into as many parts as the son had 
children or issue of deceased children, per 
stirpes, then surviving, and each share was 
to be applied to the maintenance of each child 
or issue of a deceased child until each at- 
tained the age of twenty-five when half of 
the share was to be paid to each child, and the 
other half divided per capita among the chil- 
dren then surviving of testator’s brothers and 
sisters. The son contended that the disposition 
of the principal violated the rule against 
perpetuities, and as testator’s sole heir he 
was entitled immediately to the principal. The 
lower court held it was premature to consider 
the validity of the disposition of principal. 


HELD: Affirmed. One line of cases holds 
that where there are precedent estates which 
are valid and which would not be affected by 
the invalidity of subsequent estates, the court 
will refrain from determining the legality of 
the ultimate limitations until the valid estates 
have expired. The other line is that prior 
bequests, if entirely valid in themselves, faal 
where they are such closely integrated factors 
in a general scheme of distribution, the vital 
portion of which is invalidated because of re- 
moteness, that they cannot be detached with- 
out defeating the organic plan of the testator. 
The first line of cases should prevail here. The 
precedent estates were not “legalistic props” 
to support the continuance of the estate until 
its final liquidation but they were the most 
important part of his testamentary scheme 
and should be presently sustained. 
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Powers — Limitations — Court Approval 
Condition of Trustee’s Sale of Real Prop- 
erty 

Pennsylvania—Supreme Court 


Stone Estate, 358 Pa. 335. 


Testator established a trust for the widow 
for life, then to children for life and remainder 
to the children’s issue. The trustee was given 
discretionary power to sell real estate at public 
or private sale, and in pursuance of the power 
in 1946 trustee entered into an agreement to 
sell certain real estate in the trust for $24,000. 
The agreement contained provision that it was 
subject to approval of the Court if timely ac- 
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tion was taken to prevent the sale. All of the 
beneficiaries, including the widow, aged 86, 
filed a petition to set aside the agreement of 
sale on the ground that the net income from 
the proceeds would be less, rather than more, 
than the current return from the property. The 
lower Court granted the petition in the belief 
that it had power to set aside the discretionary 
action of the trustee, although there was no 
abuse of discretion. 

HELD: Affirmed. The buyer and trustee 
made their agreement subject to Court ap- 
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proval, and they are, therefore, bound by the 
Court’s order. It is not agreed that the lower 
Court had power to set aside the discretionary 
action of the trustee without a showing of 
abuse of discretion. (The dissenting opinion 
went further and denied the right of the trustee 
by its contract to delegate to a third party the 
right to revise its exercise of a discretionary 
power, even though in this instance the third 
party was the court.) 


REVOCATION — Holographic Revocation 
of Typewritten Will Valid 


California—Supreme Court 
Estate of Smith, 31 A. C. 602, Mar. 30, 1948. 


HELD: Holographic revocatory clause, dated 
and signed, written across the face of a carbon 
copy of a typewritten will (not the original 
signed instrument) is a sufficient revocation 
of the latter. 


TAXATION — Estate & Inheritance — Al- 
lowance of Exemptions Where Interests 
Are Not Vested 


New York—Surrogate’s Court, Queens Co. 
Matter of Dowling, N.Y.L.J., April 6. 


Decedent left the residue of his estate in 
trust for his widow for life or until her re- 
marriage, with remainder to his four children. 
The trustees were empowered to invade prin- 
cipal for the widow’s care or support. The 
New York Tax Law allows a $20,000 exemp- 
tion for the amount of the net estate “trans- 
ferred to and indefeasibly vested” in a wife 
and exemptions of $5,000 each for the amount 
of the net estate ‘transferred to and inde- 
feasibly vested” in descendants. The New York 
Estate tax appraiser refused to allow the ex- 
emptions to the decedent’s widow and chil- 
dren. 


HELD: The exemptions are not allowable 
because the interests of the widow and chil- 
dren are not “indefeasibly vested” as required 
by the statute. The widow’s life estate is de- 
feasible by her remarriage and the children’s 
remainders are defeasible in whole or in part 
by the trustees’ power to invade principal 
for the care or support of the widow. 








TAXATION — Estate & Inheritance — Ap- 
portionment — Liability of Life Insur- 
ance Company 


New York—Appellate Division, 1st Department 
Matter of Zahn, N.Y.L.J., April 2. 


A life insurance company paid the proceeds 
of a policy directly to the beneficiary who 
subsequently died insolvent. After the bene- 
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ficiary’s death, the insurance proceeds were 
included in the gross estate for Feder- 
al estate tax and the executors paid ad- 
ditional tax in respect thereof. Section 124 
of the New York Decedent Estate Law pro- 
vides that where the executor does not come 
into possession of property which is includ- 
ible in the gross estate, the executor shall 
recover the proportionate amount of tax “from 
whomsoever is in possession, or from the per- 
sons interested in the estate.” The executors 
sought to recover the additional tax from the 
insurance company and were successful in the 
lower court. 


HELD: Reversed. The insurance company 
is not liable for the tax. Having paid the life 
insurance proceeds to the beneficiary, it is 
not “in possession” of property required to be 
included in the gross estate; nor is it a 
person “interested in the estate.” The com- 
pany had no duty to withhold part of the pro- 
ceeds for the estate tax since no such obliga- 
tion is imposed by the Internal Revenue Code. 


TAXATION — Estate & Inheritance — 
Joint Tenant Taxed as Tenant in Com- 
mon 


Wisconsin—Supreme Court 
Estate of Hounsell, 252 Wis. 138. 


The applicant had held certain real estate, 
mortgages, and several bank accounts in joint 
tenancy with his wife. At her death, one-half 
of the aforesaid property was taxed to the 
husband under the provisions of the Wisconsin 
Inheritance Tax Law which provided that 
whenever property is held in the joint ‘names 
of two persons, upon the death of one, the 
right of the survivor to the property shall be 
deemed a transfer of one-half the property, 
taxable in the same manner as though the 
property had belonged to the parties as ten- 
ants in common and had been bequeathed or 
devised to the surviving party by the de- 
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ceased. The husband contended that no part 
should be taxed to him since the property was 
in fact only his. He had paid for such property 
himself, all papers showing title were held by 
him and he alone reported the income there- 
from for income tax purposes. 

HELD: Affirmed. The only exception which 
exists in favor of a surviving tenant to enable 
him to defeat the tax is where the joint title 
has come into being under, and is a part of a 
transaction clearly indicating a trust relation 
or the existence of an agency only. Evidence 
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of the appellant attempting to show such a 
fact situation is incompetent since it involved 
transactions with the deceased. It would be 
incompetent in any type of proceeding where 
a party attempts to reform the evidence of 
title by reference to transactions with a de- 
ceased person. 









TAXATION — Estate & Inheritance — State 
Tax on Co-Owner of U. S. Bonds AI- 
lowed 








Pennsylvania—Supreme Court 
Graham Estate, 358 Pa. 383. 






Decedent purchased U. S. Savings and 
Treasury bonds, registered them in her own 
name and the name of her sister. The Com- 
monwealth included in the appraisement of the 
decedent’s estate one-half of the value of the 
bonds for inheritance tax purposes. Section 
1(e) of the Transfer Inheritance Tax Act. (72 
P.S. 2301le) taxes the fractional portion of the 
joint property that passes at the death of the 
joint tenant (except husband and wife). The 
surviving tenant contended that the Act did 
not apply to U. S. bonds, since the bonds were 
part of a contract between the Government and 
the decedent and payable to the survivor in 
pursuance of the Treasury Regulations, Cir- 
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cular No. 530, without regard to the death of 
the decedent purchaser. The lower Court re- 
jected this contention and affirmed the ap- 
praisement. 

HELD: Affirmed. The transfer inheritance 
tax is not a tax on decedent’s property or any 
component part thereof or on the transaction 
of transferring it, but is an excise on the 
privilege of inheritance. A State may impose 
inheritance tax on U. S. bonds passing at 
death even though admittedly a State could 
not directly tax such obligations. This view is 
recognized in Treasury Bulletin, Mim. 5202, 
1941 - 2CB241, 31CFR Cum. Supp. 306.91- 
306.93 (1939) and 316-2(d), 318.2(g) (1944). 


TAXATION — Income — Dividends Paid 
After Termination of Trust Taxable to 
Beneficiaries 

California—District Court of Appeals 

Union Bank and Trust Co. v. McColgan, 84 A.C.A. 

246, Mar. 3, 1948. 

In 1935, Mrs. Keck executed a trust agree- 
ment conveying to plaintiff as trustee certain 
shares of stock of an oil company for benefit 
of her five named children. She owed the com- 
pany some $127,000. Article VI of the trust 
agreement provided that on the trustor’s death 
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the trustee should pay “from the accumulated 
net income or corpus of the said trust” any 
balance then remaining on debt to oil company, 
remaining corpus and accumulated income, af- 
ter paying some other items, to go to the five 
children. Trustor died August 16, 1936. On 
October 15, 1936, trustee received $62,500 as 
dividends which the beneficiaries directed the 
trustee to apply against indebtedness of trustor 
to the oil company. This was done, the bene- 
ficiaries returning the dividends as income. 
Defendant Franchise Tax Commissioner levied 
a tax on the trustee in respect of the dividends. 
Plaintiff having paid the taxes under protest, 
brought this suit to recover. 


HELD: Affirmed. Dividends paid after death 
of trustor became property of beneficiaries. 
Fact that, pursuant to their direction, the 
dividends were applied on trustor’s debt does 
not affect result. 


WILLs — Construction — Lapsed Legacy 
Paid at Death of All Trust Beneficiaries 


Massachusetts—Supreme Judicial Court 


Franklin Square House v. Siskind, 1948 A.S. 427, 


April 1. 


Testator created three separate trusts for 
A, B and C, for specific amounts. It then pro- 
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vided that “upon the death of the beneficiaries 
of the foregoing trusts, I desire that final 
disposition of my property shall be made,” 
ete. Then followed gifts of varying amounts 
to different charities and the residue to S. One 
of the beneficiaries, B, predeceased the testa- 
tor. Some years later, while A and C were 
still living, one of the charities filed a petition 
for a declaratory judgment to determine its 
rights. 


HELD: The will did not create remainders, 
as there were no gifts over of the whole or 
any part of the trusts. The legacies to the 
charities were payable out of the general 
assets of the estate. B’s legacy lapsed and his 
trust fell into the estate. The other trusts 
would do likewise when the beneficiaries died. 
The legacies were not payable until the death 
of the survivor of A, B and C. 


WILLS — Construction — Reference to 
Law of Descent Indicates Quantum of 
Estate Rather Than Takers : 


Illinois—Supreme Court 
Gridley v. Gridley, 399 Ill. App. 215. 


Testator died in 1881 leaving a widow and 
four children as his heirs-at-law. He provided 
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for individual trusts in real estate in which 
each of his four children were to have a life 
estate. Principal of each trust was to vest in 
the heirs of the body of the life tenant, “and 
in default of such heirs, shall descend to the 
heirs of my body then living according to the 
laws of Illinois then in force regulating de- 
scents.” By codicil, he left his residuary estate 
to three of his children, share and share alike. 
All of testator’s children died leaving no chil- 
dren or descendants. 


After the death of the last child, Mary, a 
suit was filed for a partition of the realty 
and for a construction of testator’s will. Plain- 
tiffs contended that testator created an estate 
in the realty for the life of Mary with re- 
mainder to the heirs of her body and in de- 
fault of such heirs, to the heirs of the testator’s 
body then living; that both of these remainders 
were contingent during her life, and at her 
death, were defeated for lack of beneficiaries; 
that the undisposed reversion in fee therefore 
passed under the residuary clause and vested 
in the testator’s three children, and their de- 
visees, the plaintiffs, became seized of an in- 
defeasible title in fee. Defendants, descendants 
of the brothers and sisters of the testator, 
contended that they were the sole heirs-at-law 
of the testator as of the date of Mary’s death, 
and under the Illinois law, became the owners 
in fee simple of the real estate. Decree en- 
tered for partition in conformity with the 
prayer of plaintiffs’ complaint. 


HELD: Affirmed. The words “heirs of the 
body” have a technical legal meaning as a 
limited class of heirs restricted to lineal de- 
scendants, and when used by a testator, are 
to be given that meaning when there are no 
words in the will which in any way limit or 
qualify them. The argument that there has 
never been a statute providing for descent to 
the heirs of the body and therefore, the testator 
must have intended descent to his heirs gener- 
ally is well answered by calling attention to 
the fact that the statute of descent does not 
use the word “heirs” but provides for descent 
of property to children and descendants of de- 
ceased children. 


The testator’s reference to the laws of IIli- 
nois regulating descent was not intended to 
enlarge the settled legal meaning of the words 
“heirs of my body” to include collaterals but 
indicated the quantum of the estate to go to 
such heirs rather than those who should take. 
The provisions of the will were construed to 
have created alternative remainders or con- 
tingent remainders with a double aspect; upon 
the failure of takers thereof, title to the real 
estate reverted to the testator and passed in 
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accordance with the residuary clause of his 
will. 


WILLs — Construction — Rights of Heirs 
Dependent Upon Death of All Cousins 


Massachusetts—Supreme Judicial Court 
Dunton v. Lyons, 1948 A. S. 411, March 31. 


Testatrix gave the residue to her husband 
for life, and on his death what remained in 
equal shares to such “as may then be living” 
of six cousins, A, B, C, D, E and F. Then fol- 
lowed a proviso that if A should not then be 
living her share should be divided among the 
others and “if any of the other beneficiaries 
herein are not then living, then in that event, 
her share to such of her heirs and next of kin 
as are then living.” On the death of the hus- 
band D was the only one living. This petition 
was brought for a declaratory judgment as to 
the title to certain real estate passing under 
the residuary clause of a will. 

HELD: D, being the only cousin living at 
the husband’s death, inherited the entire es- 
tate. The paragraph must be interpreted as a 
whole. The will showed a definite intent that 
the cousins living at the husband’s death 
should take to the exclusion of the heirs of 
deceased cousins. The proviso was intended to 
apply only if none of the cousins survived the 
husband. 


WILLs — Probate — Contestant Has Bur- 
den of Proving Contents of Will Were 
Not Known to Testator 


Iowa—Supreme Court 
In re Lewman’s Estate, 30 N.W. (2d) 737. 


Contestant filed objections to probate of 
testatrix’s will alleging mental incapacity and 
that testatrix did not know the contents there- 
of. Testatrix had impaired eyesight and was 
unable to read. There was no substantial evi- 
dence of mental incapacity or of any circum- 
stances in addition to impaired eyesight which 
would tend to support the claim that testatrix 
did not know the contents of her will. The 
lower court directed a verdict in favor of pro- 
ponent. 

HELD: Affirmed. Contestant’s contention 
that the burden shifts to proponent where it is 
shown that testator cannot read is not fol- 
lowed in Iowa unless there are circumstances 
in addition to impairment of eyesight tending 
to establish that testatrix did not know the 
contents of the will. If the will was executed 
with the formalities required by law, the pre- 
sumption in the first instance is that it was 
read to testator or that he was otherwise ac- 
quainted with its provisions. 
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WILLs — Probate — Burden of Proving 
Forgery of Will Signature is Not Upon 
Contestant 


Tennessee—Court of Appeals 
Haynes v. Mullins, 209 S.W. (2d) 278. 


A purported typewritten will contained dates 
changed in ink and a blot in the first name of 
testatrix, apparently caused by a roughened 
part of the paper. Testimony showed that the 
first of the three witnesses to the will was not 
present at is execution. The court refused to 
charge that the burden of proving a forged 
signature was upon the contestant and a ver- 
dict was rendered denying probate. 

HELD: Affirmed. The burden of proving 
forgery ordinarily rests upon the contestant 
where there are no suspicious or other cir- 
cumstances tending to impeach the validity of 
the will. In this case, however, the alterations, 
physical condition of the paper and the condi- 
tion of the purported signature tended to ex- 
cite suspicion. There was no error in refusing 
to charge as requested and in submitting the 
issue of forgery to the jury. 


WILLs — Probate — Signature at Begin- 
ning of Holographic Will Valid 


California—District Court of Appeals 
Estate of Gardener, 84 A.C.A. 502, Mar. 16, 1948. 


Mrs. Gardener left a holographic will be- 


ginning “I Mrs. Estelle Gardener *** do give 
devise and bequeth” etc., and at the end with- 
out leaving any space for signature “My only 
and Last will and Testament Signed this 10th 
Day of March 1947 Compton Calif 433 West 
Laurel St.” 


HELD: Signature in introductory clause 
sufficient to comply with statute requiring 
holographic wills to be signed by testator. 


WILLs — Probate — Failure to Contest 
Probate Within Statutory Period Bars 
Future Action 


New Mexico—Supreme Court 
Stitt v. Cox, 190 Pac. (2d) 434. 


Appellees filed petition to revoke the will 
of W. W. Cox. The petition was filed more 
than six months after the will had been ad- 
mitted to probate. The petition alleged that 
the will left all deceased’s property to his 
wife, that after the execution of the will, 
she secured a divorce; that a property settle- 
ment agreement was entered into and that 
it was the intention of the parties that the will 
should no longer be effective. The New Mexico 
Statutes provide that a petition to contest the 
validity of a will must be filed within six 
months after the date of probate. 


MAY 1948 


HELD: A proceeding to revoke a will must 
be brought within six months from the date 
of the order admitting the will to probate. 
Right to contest a will is a statutory right and 
must be strictly construed. Order admitting 
will to probate becomes final after expiration 
of statutory period. 

Heirs’ failure to contest validity of will 
within statutory period is bar to present ac- 
tion. 


WILLs — Probate — Presumption of Due 
Execution of Will Overcomes Forget- 
fulness of Witness 


Oregon—Supreme Court 
In re Christofferson’s Estate, 190 P. (2d) 928. 


Testatrix divided her 20-acre tract between 
two young sons. The rest of her estate she 
gave equally to all her six children. Four of 
the children contested probate of the will on 
the ground of improper execution. Testatrix 
frequently voluntarily committed herself to 
the State Hospital due to mild depressions. 
The drafting attorney, who was also a witness 
to the will, arranged to have a doctor of the 
hospital as the other witness. The doctor test- 
ified that he did not see the testatrix’s signa- 
ture nor know that she had signed but it was 
his impression she was making her will. The 
attorney testified that the will had been prop- 
erly executed and the attestation clause so 
stated. The will was admitted to probate. 


HELD: Affirmed. If the testator actually 
signed the will and the witnesses attested their 
signatures at his request, it is sufficient even 
though the witnesses did not know the contents 
of the instrument. Where the witness fails to 
recall some of the facts of execution, as did 
the doctor here, the presumption of due exe- 
cution arising from the attestation clause over- 
comes this failure of memory in the absence of 
positive testimony to the contrary. 


WILLs — Probate — Probate Homestead 
Must be Set Aside 


Arizona—Supreme Court 
In re Moore’s Estate, 190 P..(2d) 914. 


Since decedent had not selected a homestead 
during his lifetime his widow filed a petition 
in the course of probate of his estate asking 
that the family home with an appraised val- 
uation of $16,000 be set apart for her use and 
the use of her minor daughter. An adult son, 
the appellee herein objected, and the Trial 
Court denied the petition. 

HELD: It is the imperative duty of the 
probate court to set aside a probate home- 
stead either on request of interested parties 
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or on its own motion. The provisions of the 
statutes relating to probate homesteads must 
be considered without reference to the pro- 
visions relating to voluntary homesteads. The 
$4,000 limitation of the value prescribed for 
homesteads selected during lifetime does not 
apply to probate homesteads, and where the 
whole estate consists of a single indivisible 
tract, the court has no discretion but to set 
it aside irrespective of its value. 


TRUST COUNCIL OF ForRT WorTH on April 19 
heard a discussion by J. Paul Jackson, at- 
torney from Dallas, on The New Revenue Act. 
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A SERIES OF FOUR FORUMS is being presented by 
the American Trust Company of Charlotte, 
N. C., beginning April 30. Patterned after the 
Forums conducted by the Mercantile National 
Bank of Dallas, the first subject was State 
and Federal Taxes in Relation to Your Estate 
by William A. Sutherland. 


On May 7, Earl S. MacNeill discussed the 
Tax Savings in a Typical Estate. The Place 
of Insurance in One’s Estate was the topic 
for May 14 by A. R. Jaqua, and on May 21 
it will be Wills, Probate Procedure, and Fiduci- 
aries, by William G. Mordecai. Available lec- 
tures will be reported later. 
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Scudder, Stevens & Clark Pond, hen. 
H. C. Wainwright & Co. _...._______. 

Jewlery Appraisers and Buyers 

435 

..8912 
371 


L. Bergman Inc. Seer eee 
Van Cleef & Arpels —_§§.__._. 
Harry Winston, Inc. 


Office Equipment 
Remington Rand, Ine _____. eS 


Real Estate Brokers 
Ray N. Brinkman ___________... 
Situations Wanted 
SE PORTER ee 


413 


423 


TRUSTS and ESTATES 





